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THE    WHEAT    AND    FLOUR    TRADE    UNDER 
FOOD  ADMINISTRATION  CONTROL:   1917-18 

SUMMARY 

L    Commercial  atuation  and  price  trend  during  the  crop  year  1916- 
17,  2.  —  IL  Evident  necessity  for  government  control,  5.  —  III.  Slow 
of  legislation,  11.  —  IV.  The  Food  Act,  14.  — V.  Voluntary 
between  millers  and  Food  Administration,  18. — VI.  The 
Price  Gonmiittee,  23.  —  VII.  Resentment  of  wheat  growera, 
25. — Vm.  Efforto  to  stimulate  milling,  25.  — IX.   Distribution  of 
hImmI   stocks,  29.— X.  Stabilising  the  market,  32.  — XI.  Effort  of 
yowaa  to  get  an  advanced  price,  36.  —  XII.   Decline  in  milling  activ- 
i^  early  in  1917,  38.  —  XIII,  XIV.    Increase  in  output  after  price 
flCabilisation,  39. — XV.  Ck)ntrol  of  percentage  of  flour  and  feed,  43. 
—  XVI.  "Costplus"methodof  price  regulation,  45.  — XVm.  Evar 
nana,  48.  —  XX.  Complications  with  excess  profits  tax,  51.  —  XXII. 
Bnmmaiy  and  critical  estimate  of  results,  59. 

The  act  authorizing  the  President  to  establish  agen- 
cies for  the  control  of  foods  and  fuels  was  approved 
August  10,  1917.  Under  its  provisions  the  Food  Ad- 
ministration was  at  once  given  l^al  standing  and  began 
to  function  as  the  directing  and  controlling  authority  in 
fhe  food  trades  of  the  United  States.  Sufficient  tune  has 
now  dapsed  to  permit  a  review  and  critical  estimate  of 
tlie  activities  of  the  Food  Administration,  in  certain 
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directions  at  least.  Easily  the  most  important  of  its 
problems,  and  in  some  respects  the  most  difficult,  have 
been  encountered  in  the  regulation  of  the  wheat  and 
IBour  trade.  In  this  paper  an  attempt  is  made  to  analyze 
these  problems  and  to  discuss  the  efficacy  of  the  meas- 
ures adopted  to  meet  them. 


The  CoBiMERCiAL  Situation  and  Price  Trend 

DURING  THE   CrOP  YeAR,  1916-17 

In  1913,  m  1914,  and  agam  in  1915,  the  United  States 
produced  the  largest  wheat  crops  ever  harvested  in  this 
country;  the  average  for  the  three  years  was  almost 
900,000,000  bushels.  The  average  exports  of  wheat 
(and  flour)  for  the  same  years  were  almost  a  quarter  of  a 
million  bushels;  the  exports  for  the  years  1914-15  and 
1915-16  were  much  the  largest  recorded  during  the  pres- 
ent century.  In  striking  contrast  to  these  huge  crops 
was  the  exceedingly  disappointing  harvest  of  1916, 
which  amounted  to  only  636,318,000  bushels.  How- 
ever, there  was  a  large  "  carry-over  "  from  the  1915 
crop,  amounting  at  the  beginning  of  July,  1916,  to  179,- 
174,000  bushels,  which,  together  with  the  new  crop, 
made  possible  an  export  movement  of  209,438,795 
bushels  during  the  succeeding  twelve  months. 

It  is  the  occurrences  of  these  twelve  months  to  which 
this  paper  must  first  give  attention.  The  facts  just 
recited  make  it  evident  that  during  the  first  two  years  of 
the  European  war  this  coimtry  had  played  a  large  part 
in  the  provisioning  of  western  Europe.  The  neutral 
nations  as  well  as  the  entente  allies  had  drawn  very 
heavily  upon  the  United  States  for  wheat  and  flour,  but 
it  had  also  been  possible  for  them  to  draw  upon  the 
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crops  of  Australia,  Argentine,  India,  etc.  To  a  lesser 
eitent  this  was  possible  also  in  1916-17,  but  the  grow- 
ing scarcity  of  ocean  tonnage  caused  greater  and  greater 
dq)eiKiaice  upon  nearer  sources  of  supply,  as  Algeria 
and  North  America.  The  result  was  an  extremely  close 
actjustment  of  supplies  and  needs  during  the  year  1916- 
17;  on  July  1, 1917,  the  United  States  came  into  the  new 
mp  year  with  a  carry-over  of  only  51,078,000  bushels; 
—  the  lowest  figure  recorded  since  1909. 

Not  only  was  there  a  remarkably  close  adjustment  of 
supplies  to  needs  during  the  twelve  montiis  ending  in 
June,  1917,  but  there  was  also,  over  the  greater  part  of 
that  period,  an  almost  continuously  moimting  price 
levd  for  wheat  and  flour.  Only  between  November, 
1916,  and  early  February,  1917,  did  a  net  decline  occmr; 
after  Uie  first  week  in  February  there  was  a  sharp  up- 
ward swing  which  reached  a  climax  about  the  middle 
of  May,  at  a  point  nearly  three  times  as  high  as  the 
prices  curr^it  a  twelvemonth  before.  This  peak  was 
not  maintained,  but  the  average  prices  of  Jime  and 
July  were  well  over  twice  the  level  of  the  correspond- 
ing months  in  1916. 

This  extraordinary  price  increase  was  due  to  three 
fairiy  distinct  factors:  (1)  poor  crop  prospects  and 
rapidly  diminishing  wheat  and  flour  stocks  in  the  United 
States  and  Canada;  (2)  imcontrolled,  and  at  times  ap- 
parently reckless,  bujring  in  American  markets  by  the 
representatives  of  the  allied  and  neutral  coimtries;  (3) 
the  impossibility  of  drawing  upon  the  reserves  of  such 
distant  regions  as  Argentina,  Australia,  and  India,  in 
appreciable  quantity,  owing  to  the  ever-shrinking  sup- 
ply of  merchant  shipping  resulting  from  the  destruc- 
tion of  tonnage  by  unrestricted  submarine  warfare. 
The  urgent  needs  of  western  Europe  had  to  be  met  from 
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the  scanty  surplus  of  North  America.  As  it  has  been 
well  put:  ^  '^  Wheat  and  the  products  of  wheat  became 
war  munitions,  and  war  mimitions  are  bought  with  a 
ruthless  disr^ard  of  all  commercial  factors."  Under 
such  conditions  the  ordinary  conditions  of  demand  and 
supply  can  hardly  be  said  to  exist  at  all.  In  a  sense,  the 
law  of  demand  and  supply  was  simply  inoperative. 
There  resulted  an  abnormal  and  quite  unprecedented 
condition  in  the  wheat  and  flour  market  of  the  United 
States  during  the  spring  of  1917.  The  highest  price 
paid  for  cash  wheat  since  the  Civil  War  was  reached  in 
April;  by  the  middle  of  May  it  had  advanced  nearly 
50  per  cent  more.  Curiously  enough,  high  prices  of 
wheat  and  flour  had  the  effect  of  stimulating  rather  than 
checking  the  bujdng  demand  of  American  distributors 
and  consumers.  Flour  consumers  were  frightened  at  the 
prospect  of  impending  scarcity,  and  their  fears  were  not 
allayed  by  the  very  gloomy  reports  issued  by  the  De- 
partment of  Agriculture  on  the  condition  of  the  winter 
wheat  crop  and  the  injudicious  utterances  of  its  officials 
and  other  public  men  concerning  possible  famine  con- 
ditions to  come.  There  resulted  a  veritable  flour  panic; 
with  each  successive  increase  in  prices  there  was  a  fresh 
wave  of  hysterical  bujdng;  speculation  by  flour  jobbers 
and  dealers,  as  well  as  by  wheat  operators,  was  rampant. 
Extraordinary  profits  were  taken,  in  many  cases  almost 
reluctantly  taken,  both  by  millers  and  grain  dealers. 
Predictions  were  freely  made  by  responsible  officials 
that  still  higher  prices  might  be  expected  unless  the  mar- 
ket was  controlled.  The  buyers  for  the  foreign  govern- 
ments had  well-nigh  cornered  the  market  through  their 
ownership  of  the  May  future;  the  market  was  really 
"  oversold  "  and  the  selling  interests  wanted  some  action 
token  to  protect  them  from  excessive  loss.    Finally,  on 
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May  14,  under  pressure  from  government  officials  and 
from  public  sentiment,  the  directors  of  the  Chicago 
Board  of  Trade  prohibited  further  trading  in  the  May 
future  and  forced  the  settiement  of  outstanding  con- 
tracts at  a  price  fixed  by  a  committee.  With  cash  wheat 
adling  at  $3.45  the  committee  set  a  maximum  price  of 
13.18  for  the  May  contract.  Subsequently  speculative 
trading  in  the  July  and  September  futures  was  also 
prohibited  and  outstanding  contracts  terminated.  The 
ocHmnittee  fixed  the  settling  prices  on  these  contracts  at 
$2.75  and  $2.45  respectively.  Similar  action  was  taken 
by  the  other  important  exchanges.  "  The  moment  this 
was  done/'  to  quote  the  words  of  a  keen  observer/  "  the 
whole  American  marketing  system  fell  like  a  house  of 
^asB." 

II 

Evident  Necessity  for  Government  Control 

In  these  conditions  it  became  abundantly  evident  that 
some  form  of  control  was  necessary  if  the  situation  was 
not  to  get  out  of  hand  altogether.  As  early  as  April, 
1917,  the  Ck)imcil  of  National  Defense  had  summoned 
Mr.  Herbert  C.  Hoover,  who  had  discharged  with  signal 
success  the  perplexing  and  difficult  task  of  rationing  the 
Belgian  nation,  to  come  to  the  United  States  to  under- 
take a  similar  task  for  his  own  country.  Mr.  Hoover 
arrived  in  Washington  early  in  May,  but  found  the 
political  situation  so  unsettied  as  to  make  it  extremely 
doubtful  whether  he  could  render  useful  public  service. 
It  is  not  the  purpose  of  this  paper  to  trace  the  tortuous 
course  of  the  so-called  Food  Control  Act  through  the 
debates  of  Ck)iigress;  suffice  it  to  say  that  many  interests 
were  arrayed  against  the  appointment  of  a  business  man 
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to  a  podtioii  of  real  authority  in  Washington.  How- 
ever,  Mr.  Hoover  had  the  backing  of  the  President,  and 
he  proceeded  at  once,  tho  unofficially,  to  the  working 
out  of  plans  for  the  effective  control  of  the  food  indus- 
tries which  might  be  put  into  operation  as  soon  as  au- 
thority was  granted  to  do  so.  The  first  important 
industry  to  be  considered  was  the  wheat  and  flour  trade. 
The  next  few  months  were  a  period  of  anxious  waiting 
on  the  part  of  the  commercial  interests  affected.  Al- 
ready in  April  the  Council  of  Grain  Exchanges  had  sent 
representatives  to  Washington  to  confer  with  the  Secre- 
tary of  Agricultiu^  and  to  work  out  some  plan  of  control 
acceptable  to  the  government  and  the  trade.  Out  of 
these  consultations  was  organized  the  Committee  of 
Grain  Exchanges  in  Aid  of  National  Defense.  This  com- 
mittee together  with  a  somewhat  similar  committee  rep- 
resenting the  western  exchanges,  met  in  conference  with 
Mr.  Hoover  on  May  16,  and  at  his  request  submitted 
a  tentative  outline  of  a  plan  of  control.  This  plan 
emphasized:  the  absolute  necessity  of  direct  govern- 
ment control  of  the  transportation  of  foodstuffs  (inter- 
change of  railroad  cars,  etc.) ;  the  fixing  of  a  wheat  price 
and  its  maintenance  for  the  entire  crop  year  without 
change;  the  control  by  the  government  of  the  distribu- 
tion of  the  available  wheat  supply,  and,  as  a  means  to 
this  end,  such  control  over  terminal  and  country  eleva- 
tors as  to  deprive  everyone,  except  the  government,  of 
their  facilities  for  the  storage  of  wheat  (and  rye) ;  the 
discontinuance  of  trading  in  futures  in  wheat  on  the 
grain  exchanges;  and  the  limitation  of  the  practices,  by 
consumers,  of  buying  floiu*  far  in  advance,  and  by  mills, 
of  contracting  for  the  sale  of  floiu*  fiu*ther  ahead  than 
"  prompt  shipment."  This  remarkable  document  fore- 
shadowed many  of  the  most  important  policies  which 
were  later  adopted  by  the  Food  Administration.    The 
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OQDcluaon  was  reached  at  these  conferences  that,  with 
the  dimination  of  waste  and  proper  conservation  in  this 
oountay,  an  ample  supply  of  grain  would  be  available, 
bo^  for  domestic  consumption  and  for  the  require- 
ments of  the  Allies.  The  problem  was,  therefore,  one  of 
administration;  the  creation  of  a  Food  Administration 
was  the  logical  recommendation. 

Coinddently  the  flour  milling  industry  had  become 
alive  to  the  necessity  of  some  stabilizing  action  by  public 
authority,  and  at  the  inspiration  of  Mr.  W.  C.  Edgar, 
editor  of  the  Northwestern  Miller ,  sought  to  get  the  sup- 
port of  Mr.  Hoover  in  a  scheme  for  the  reduction  of 
wheat  prices  and  in  a  plan  of  milling  r^ulation  which 
would  be  acceptable  to  the  trade.  In  May,  Mr.  Hoover 
met  some  of  the  leading  millers  in  conferences  and 
received  suggestions  for  a  plan  of  government  control. 
Some  of  these  suggestions  were  of  a  drastic  and  far^ 
reaching  character,  based  upon  the  authority  granted 
to  Hie  President  under  the  National  Defense  Act.  They 
extended  to  the  requisitioning  of  grain  at  coimtry  points 
(tf  shipment,  the  pooling  of  all  terminal  elevator  facilities 
at  the  primary  markets,  the  fixing  of  prices  on  all  grains 
and  on  flour,  the  placing  of  an  embargo  upon  exports  of 
grain  and  grain  products,  and  the  direction  of  all  export 
movement  by  the  food  controller.  These  suggestions 
were  deemed  impracticable  or  their  execution  considered 
unwise;  it  was  evidently  the  preference  of  the  President 
to  wait  for  specific  authorization  by  Congress  rather 
than  to  exercise  the  war  powers  conferred  in  general 
terms  under  the  Defense  Act. 

Another  set  of  suggestions  was  contained  in  a  letter  of 
May  27,  to  Mr.  Hoover,  signed  by  ten  prominent  repre- 
sentatives of  the  milling  trade  who  had  been  in  Washing- 
ton in  discussion  of  the  Lever  food  control  bill  before 
Congress.     These  representatives  lurged  the  absolute 
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necessity  of  a  national  food  administration^  and 
immediate  action  because  of  the  pressure  of  forward 
contracts  covering  the  purchase  of  new  wheat  and  the 
forward  sale  of  flour.  They  reconmiended  that  the  food 
controller  be  given  authority  over  the  transportation  of 
foodstuffs  both  by  lake  and  rail ;  that  all  foreign  buying 
of  foodstuffs  be  under  the  jurisdiction  of  the  food  con- 
troller, with  a  view  to  effecting  a  fixed  price  of  grain,  and 
perhaps  of  grain  products;  that  a  maximum  price  be 
fixed  on  flour;  that  relative  prices  be  fixed  on  coarse 
grains  (com,  oats,  barley,  etc.)  with  reference  to  the  pre- 
vailing price  of  wheat,  so  as  to  encourage  their  use  and 
insure  the  conservation  of  wheat  flour;  that  the  practice 
of  buying  flour  for  long  deferred  shipment  be  discon- 
tinued; and  that  a  "  milling  executive  "  composed  of 
members  of  the  milling  industry  be  designated  to  act  as 
intermediaries  between  the  proposed  Food  Administra- 
tion and  the  milling  trade  with  a  view  to  enlisting  the 
helpful  cooperation  of  millers  generally. 

A  suggestion  somewhat  similar  to  this  last  idea  was 
contained  in  a  brief  submitted  to  Mr.  Hoover  on  Jime 
10  by  Mr.  W.  C.  Edgar.  This  interesting  paper  called 
attention  to  the  state  of  demoraUzation  existing  in, 
the  milling  industry,  growing  out  of  the  inability  of 
the  millers,  unaided,  to  remedy  the  existing  trade  dead- 
lock, in  view  of  the  price-fixing  debate  in  Congress 
and  the  prevailing  imcertainty  as  to  what  would  be 
done  and  when.  Conditions  had  really  become  critical; 
many  millers  were  afraid  to  buy  wheat,  since  the  hedg- 
ing market  was  closed  and  there  might  be  suddai 
and  arbitrary  change  in  the  wheat  price  through  Con- 
gressional action.  They  were  also  unwilling  to  accept 
orders  for  flour,  except  those  specif  jdng  immediate  ship- 
ment, in  view  of  the  probability  of  repudiations  if  prices 
should  be  reduced.    Many  mills  were,  therefore,  greatly 
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curtaQing  their  output,  just  at  the  moment  when  com- 
mercial stocks  had  abeady  been  reduced  to  a  danger- 
ously low  point. 

The  winter  wheat  crop  was  already  b^inning  to  move 
in  the  Southwest  and  the  miU^-s  needed  some  assurance 
as  to  what  would  be  done  before  they  could  with  safety 
handle  tiiis  wheat.  Therefore,  Mr.  Edgar  suggested 
tliat,  without  waiting  for  action  by  Congress,  the  Food 
Administrator,  acting  imder  the  President's  authoriza- 
tion, proceed  to  organize  the  milling  industry  on  a  co- 
op^^tive  basis  for  the  purpose  of  working  out  definite 
plans  for  the  r^ulation  of  the  trade.  A  scheme  of  or- 
ganization was  proposed  calling  for  the  appointment  of 
a  Milling  Elxecutive  or  General  Chairman,  eight  heads 
of  divisions,  one  for  each  of  the  eight  milling  geographi- 
cal sections  of  the  coimtry,  and  twenty-nine  heads  of 
sub-divisions.  These  were  all  to  be  active  millers  and 
were  to  receive  their  appointments  from  the  Food  Ad- 
ministrator; the  whole  organization  to  be  an  advisory 
body,  i^pointed  tentatively  to  work  out  the  machinery 
for  the  control  and  administration  of  the  milling  indus- 
try, which  could  be  put  into  operation  inunediately 
upon  legal  authorization  by  Congressional  action. 

This  course  of  action  was  decided  upon  by  Mr. 
Hoover,  who  on  June  22,  appointed  a  committee  of 
nine  leading  members  of  the  industry,  representing  the 
several  sections  of  the  country.  This  body,  known  as 
the  United  States  Mill^s'  Conmiittee,  conceived  its 
duties  as  the  perfecting  of  a  self-controlled  organiza- 
tion of  the  milling  industry,  acting  in  conjimction  with 
the  proposed  Food  Administration.  On  June  28  it  re- 
ported a  plan  which  embodied  some  of  the  principles 
ultimately  adopted  as  the  basis  of  the  milling  regula- 
tions. The  most  important  single  feature  which  had 
been  daborated  at  this  time  was  the  scheme  for  control- 
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ling  flour  prices.  It  was  proposed  that  under  the  intrar 
trade  agreement  each  mill  should  be  entitled  to  sell  its 
products  on  a  cost  plus  profit  basis,  provided  the  cost  of 
manufacturing  and  marketing  did  not  exceed  seventy- 
five  cents  per  barrel,  while  the  amoimt  of  profit  was  to 
be  limited  to  twenty-five  cents  per  barrel;  the  quantity 
of  wheat  that  might  be  used  in  making  a  barrel  (196 
pounds)  of  flour  was  limited  to  4.75  bushels  (285  pounds) 
—  a  rate  of  flour  extraction  equivalent  to  69  per  cent. 
These  were  liberal  figures,  but  they  were  deemed  neces- 
sary for  the  accommodation  of  the  less  well  equipped 
mills  whose  codperation  in  the  r^ulatory  plan  it  was 
considered  essential  to  obtain. 

This  whole  plan  for  self-regulation  of  the  industry, 
under  the  supervision  of  practical  millers,  was  predi- 
cated upon  the  ability  of  the  Millers'  Committee  to 
seciu^  an  agreement  on  the  part  of  the  mills  respecting 
the  allocation  of  business  among  them  on  the  basis  of 
their  average  output  for  the  three  preceding  years.  This 
was  to  be  brought  about  by  the  proportionate  allot- 
ment of  wheat  to  the  mills  under  government  direction; 
export  orders  and  government  contracts  were  to  be 
awarded  on  a  pro  rata  basis  to  the  mills  through  a  cen- 
tral selling  agency.  By  voluntary  agreement  the  mills 
were  also  to  limit  their  sales  of  flour  to  a  period  thirty 
days  in  advance;  a  uniform  sales  contract  was  to  be 
used.  To  pay  the  expenses  of  administration  a  monthly 
assessment  of  one  cent  per  barrel  of  output  was  to  be 
levied  on  all  mills  entering  the  organization. 

To  this  plan  of  milling  regulation  Mr.  Hoover  gave 
his  approval  in  general  terms,  and  he  proceeded  to  the 
formation  of  the  regional  sub-committees  but  refrained 
from  committing  himself  to  specific  plans  until  legal 
authority  was  granted.  Early  in  July  the  Millers'  Com- 
mittee sent  an  annoimcement  to  the  trade  (through  the 
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offices  of  the  Millers'  National  Federation)  setting  forth 
what  had  already  been  accomplished  in  voluntary 
organijuttion;  millers  were  requested  to  signify  their 
willingness  to  oodi)erate  in  the  further  work  of  the 
Committee.  Within  a  few  weeks  favorable  repUes 
were  received  from  mills  representing  a  majority  of  the 
{Hodudng  capacity  of  the  country. 

Ill 
Slow  Progress  of  Legislation 

Meanwhile  l^islative  action  still  dragged,  and  altho 
Ibices  had  receded  from  the  high  levels  of  May  and  early 
June,  which  materially  reduced  the  difficulties  of  the 
miUs  in  effecting  the  adjustment  from  the  old  crop  to  the 
new,  the  mills  quite  generally  stUl  refrained  from  buying 
wheat  or  selling  flour  ahead  because  of  the  risks  of  a 
declining  market.  In  the  absence  of  a  hedging  market 
it  was  impossible  to  bridge  the  gap  between  the  current 
hi^  prices  of  wheat  and  flour  and  the  prospective  lower 
prices  when  the  new  crop  should  be  harvested. 

On  June  18,  President  Wilson  made  public  a  letter 
addressed  by  him  to  a  member  of  Congress  in  which  he 
urged  the  quick  passage  of  food  legislation  in  order  that 
prices  of  foodstuffs  might  be  reduced  by  putting  a  stop 
to  speculation.  The  President  declared  that  legislation 
was  urgently  needed  before  July  1,  if  the  country  was 
to  be  made  safe  from  these  dangers  of  speculation  and 
oppressively  high  prices. 

July  1  came  and  went,  but  with  it  came  no  food 
legislation.  On  July  11,  the  President  gave  to  the 
press  a  letter  from  Mr.  Hoover  which  called  attention 
to  the  perils  of  delay.  This  statement  rehearsed  the  fact 
tiiat  the  farmers  had  received  an  average  price  of  $1.51 
ptf  bushel  for  the  1916  wheat  harvest,  while  the  price  at 
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Chicago  had  gone  as  high  as  $3.25.  Flour  prices  are 
based  upon  current,  i.  e.,  ''  speculative  "  wheat  prices; 
thus  the  consumer  had  been  made  to  pay  as  much  as 
100  per  cent  more  than  the  producer  had  received.  This 
great  increase  in  the  margin  between  producer  and  con- 
sumer was  due  not  so  much  to  vicious  speculation  as  to 
the  fact  that  every  link  in  the  distribution  chain  had 
found  it  necessary  to  exact  wider  profit  margms  in  order 
to  be  insured  against  the  risks  of  widely  fluctuating 
prices  during  a  period  when  practically  all  normal  price 
stabilizing  agencies  had  been  disrupted  by  the  effects  of 
war.  A  consequence  was  that  large  masses  of  people 
were  actually  being  undernourished  in  the  great  con- 
suming centers,  due  to  the  exorbitant  cost  of  living. 

Mr.  Hoover's  statement  also  called  attention  to  the 
consolidation  of  Allied  buying  into  the  hands  of  a  single 
agency,  the  Wheat  Export  Company.  Thus  the  export 
price  became  subject  to  the  will  of  this  one  purchaser. 
Not  only  this,  but  the  growing  shortage  of  ocean  tonnage 
would  necessitate  spreading  the  export  movement  of  the 
new  crop  over  a  considerable  period,  whereas  it  had 
normally  been  concentrated  into  the  fall  months.  The 
result  would  probably  be  a  serious  glut  in  the  interior 
terminal  markets,  which  would  place  an  added  strain  on 
the  financial  resoiu*ces  of  the  legitimate  grain  trade  and 
probably  necessitate  the  assistance  of  a  considerable 
speculative  element.  The  necessity  of  reliance  upon  the 
speculative  element  to  carry  the  surplus  stocks  which 
would  result  from  physical  restrictions  upon  freedom  of 
export  movement  indicated  that  the  speculators'  toll 
would  inevitably  be  levied  again  upon  both  producer 
and  consumer.  To  protect  the  farmer  from  a  disastrous 
slmnp  in  the  price  of  his  wheat  resulting  from  a  glutted 
market,  some  strong  and  efficient  government  action 
was  absolutely  necessary,  not  only  to  seciure  a  just 
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retom  to  the  wheat  grower,  but  in  order  to  stimulate 
production  for  the  next  year.  The  necessary  and  desir- 
able kind  of  action  was  that  the  government  should  buy 
the  surplus  wheat  at  some  reasonable  TniniTnnnn  price, 
aiid  by  so  doing  stabilize  the  market  for  the  benefit  of 
botii  produca*  and  consumer.  The  speculator  could 
tiios  be  dispensed  with  altogether. 

To  meet  the  peculiar  conditions  prevailing  in  the  mid- 
summer of  1917  it  had  been  suggested  that  the  Wheat 
Export  Company  enter  into  an  agreement  to  protect  the 
mills  from  loss  on  their  unsold  wheat  and  flour  which 
mi^t  be  occasioned  by  sudden  and  arbitrary  reduction 
of  prices  through  government  action.  Under  normal 
conditions  of  business  it  is  a  r^ular  featiue  of  the  oper- 
ations of  most  flour  mills  to  seek  orders  for  flour  far 
mough  in  advance  of  delivery  to  insure  continuous  and 
uninterrupted  grinding;  this  implies  contracting  ahead 
for  supplies  of  raw  material.  But  with  the  conditions 
eristing  in  May  and  June  of  1917  it  was  imsafe  for  a  Tnill 
to  make  new  forward  sales,  since  new  purchases  of  wheat 
for  future  delivery  were  forbidden  by  the  emergency 
rules  of  the  exchanges;  and  to  accmnulate  '' unsold'^ 
stocks  of  wheat  was  a  piue  gamble.  As  the  largest  single 
buyer  in  the  market,  it  was  apparent  that  the  Wheat 
Export  Ck)mpany  would  be  the  chief  beneficiary  by  the 
expected  reduction  in  wheat  and  floiu*  prices.  Some 
tentative  arrangements  were,  in  fact,  entered  into :  the 
Export  CJompany  undertook  to  '^  take  up  the  slack  " 
between  the  millers'  xmsold  and  unhedged  wheat  and 
flour  at  the  basis  of  $2.00  per  bushel,  Chicago,  and  any 
price  below  that  flgure  which  might  be  established  by 
government  action.  At  no  time  during  June  or  July 
did  the  price  approach  $2.00,  however,  and  on  July  12, 
owing  to  the  delay  of  Congress  to  enact  legislation,  the 
Wheat  Export  Company  withdrew  its  assurance. 
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IV 

For  the  next  month  wheat  prices  approximated  the 
$3.00  mark  at  the  principal  interior  terminal  markets. 
It  was  not  until  August  8,  however,  that  the  Food  Act 
was  finally  passed  in  a  form  acceptable  to  the  President. 
The  preamble  to  the  Act  recited  that  the  existence  of  a 
state  of  war  made  it  essential  to  assure  an  adequate 
supply  and  equitable  distribution,  and  to  facilitate  the 
movement  of  foods,  feeds,  fuel,  implements,  etc.  (de- 
fined as  "  necessaries  ") ;  to  prevent  scarcity,  monopoli- 
zation, hoarding,  injurious  speculation;  and  to  establish 
and  maintain  governmental  control  of  such  necessaries 
during  the  war.  When  it  came  to  a  definite  grant  of 
powers,  however,  the  Act  was  as  significant  for  what  it 
omitted  as  for  what  it  contained.  There  was  no  specific 
reference  in  it  to  a  Food  Administration;  the  powers 
of  control  over  the  food  purvejdng  industries  rested 
(almost  wholly)  upon  the  licensing  provisions,  under 
which  storage  charges,  conmiissions,  practices,  and 
profits  were  required  to  be  just,  reasonable,  non-dis- 
criminatory, and  fair,  under  penalty  of  revocation  of 
license.  The  only  price-fixing  authorized,  aside  from 
that  of  coal  and  coke,  was  the  minimum  guaranteed 
price  to  the  producer  of  $2.00  per  bushel  for  wheat  of  the 
1918  harvest;  this  minimum  guarantee  was  designed  to 
stimulate  the  planting  of  a  large  crop  in  1917-18.  The 
President  was  authorized  to  buy,  store,  and  sell  wheat, 
floiu*,  meal,  beans,  and  potatoes;  for  this  piupose  the 
smn  of  $150,000,000  was  appropriated.  The  Act  con- 
tained stringent  provisions  against  the  destruction, 
waste,  or  hoarding  of  necessaries,  and  against  conspir- 
acies to  restrict  their  supply  or  enhance  their  price. 
Farmers,  however,  were  specifically  exempted  from  the 
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provision  against  hoarding.  The  President  was  authoiv 
ked  to  requisition  foods,  feeds,  and  fuels  for  public  use, 
and  storage  facilities  for  the  same,  as  well  as  factories, 
pipe  lines,  mines  and  other  plants  used  in  their  produc- 
tion. He  was  also  given  practically  absolute  power  over 
the  operations  of  produce  exchanges  and  boards  of  trade 
and  ^e  transactions  carried  on  therein.  A  provision  of 
signal  importance  for  the  r^ulation  of  the  grain  and 
flour  trade  was  the  authorization  of  volimtary  agree- 
ments for  carrying  out  the  purposes  contemplated  by 
the  Act. 

The  Food  Act  was  approved  on  August  10,  and  on 
the  same  day  the  President  appointed  Mr.  Hoover  as 
Food  Administrator.  Mr.  Hoover  announced  the  aims 
of  the  Food  Administration  as  threefold:  (1)  to  regu- 
late the  trade  so  as  to  eliminate  vicious  speculation  and 
to  stabilize  prices;  (2)  to  guard  exports  so  as  to  retain 
suflGicient  supplies  of  foodstuffs  within  the  country  for 
domestic  use;  (3)  to  stimulate  food  saving  and  con- 
servation so  as  to  set  free  for  export  to  the  Allies  as 
large  a  quantity  of  food  as  might  be  necessary.  Three 
months  previously  Mr.  Hoover  had  announced  that 
the  task  of  food  administration  could  be  successfully 
accomplished  through  the  voluntary  cooperation  and 
direction  of  legitimate  distributors  of  foodstuffs  and 
with  the  help  of  the  women  of  the  country.  Already  the 
latter  part  of  this  program  had  been  put  into  operation 
under  the  direction  of  the  President,  without  waiting 
for  legal  sanction  by  Ck)ngress.  A  well  organized  and 
widespread  conservation  campaign  was  launched  in 
June.  There  remained  the  complex  task  of  perfecting 
the  policies  of  trade  control  and  r^ulation. 

The  machinery  which  had  been  elaborated  for  the 
control  of  the  wheat  and  flour  trade  was  the  first  to  be 
set  in  motion.    On  August  12,  the  plans  of  the  Food 
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Administration  for  the  control  of  wheat,  flour,  and  bread 
were  announced.  Attention  was  called  to  the  disruption 
of  the  world's  normal  wheat  markets  (owing  to  short 
crops  in  many  producing  countries,  lack  of  ocean  ton- 
nage, and  imavailability  of  accumulated  stocks  in  certain 
countries  cut  off  by  belligerent  lines),  and  the  consequent 
demoralization  of  the  regular  commercial  pric^-making 
agencies  for  wheat;  to  the  fact  that  the  Allied  govern- 
ments had  centralized  their  wheat  purchasing  in  the 
United  States  and  had  thus  acquired  a  dominating  posi- 
tion in  the  buying  market;  to  the  possibility  of  an  early 
termination  of  the  war  and  the  consequent  release  of 
large  stocks  of  wheat  from  sources  currently  imavailable 
as  a  further  unsettling  factor.  All  these  considerations 
pointed  to  the  necessity  of  some  efficient  government 
action  to  stabilize  wheat  prices  for  the  protection  of 
both  producer  and  consumer.  To  meet  this  situation 
the  Food  Administration  announced  its  intention  to 
open  agencies  at  the  principal  terminal  markets  for  the 
piu^chase  of  all  wheat  that  would  be  offered,  at  a  fair 
price  which  would  be  maintained  through  the  entire 
harvest  year  1917-18.  If  necessary,  the  Food  Adminis- 
tration would  take  the  whole  harvest  in  order  to  main- 
tain a  fair  price.  It  was  planned  to  resell  wheat  to  the 
flour  millers,  and  for  export  in  limited  quantities.  The 
grain  exchanges  were  asked  to  suspend  all  dealings  and 
quotations  in  wheat  futures,  beginning  with  September 
1 ;  further  to  reduce  speculation  in  wheat  and  flour,  all 
elevators  and  all  mills  of  over  100  barrels  daily  capac- 
ity would  be  required  to  take  out  a  government  license, 
the  chief  conditions  of  which  were  that  only  reasonable 
and  customary  charges  should  be  made  for  warehouse 
service,  and  that  no  wheat  should  be  stored  for  more 
than  thirty  days  without  the  approval  of  the  Food 
Administration. 
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On  August  14  was  announced  the  incorporation  of 
tiie  United  States  Food  Administration  Grain  Corporar 
tion,  organized  under  the  laws  of  the  state  of  Delaware, 
for  the  purpose  of  controlling  the  wheat  supply;  the 
entire  capital  stock  of  $50,000,000  was  to  be  held  by 
the  United  States  government.  The  Grain  Corpora- 
ti(m  was  designed  as  the  agency  through  which  the  Food 
Administration  would  make  its  purchases  of  wheat  at 
the  t^minal  markets,  and  also  arrange  for  the  control  of 
exports  of  wheat  to  the  Allies  and  to  neutral  nations. 
The  Food  Administration  announced  that  in  its  control 
over  exports  it  would  stipulate  for  a  large  proportion  of 
export  of  flour  instead  of  wheat,  and  in  this  way  en- 
courage a  large  home  production  of  flour  and  thus  reduce 
manufacturing  costs,  and  seciu^  to  the  American  public 
the  benefit  of  lower  conversion  and  distributing  costs, 
as  well  as  provide  a  large  supply  of  mill  feed  for  the 
livestock  and  dairy  industries. 

In  the  meantime  the  provisional  organization  of  the 
United  States  Millers'  Ck)mmittee  had  been  confirmed  by 
the  President.  The  committee  assembled  at  Chicago, 
August  14-15,  where  the  plans  for  the  regulation  of  the 
milling  industry  were  worked  out  in  detail.  The  whole 
coimtry  was  divided  into  eight  (later  nine)  districts,  each 
with  a  milling  executive  at  its  head;  a  committee  of 
representative  millers  was  appointed  in  each  district 
and  administrative  offices  set  up  at  the  divisional 
headquarters;  a  central  office  was  established  at  New 
York;  each  member  of  the  central  committee  was 
made  divisional  chainnan  over  his  own  district;  and 
the  entire  structure  was  designated  the  United  States 
Food  Administration  Milling  Division. 
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Through  the  Milling  Division  a  voluntary  agre^nent 
was  entered  into  with  the  Food  Administration  by 
several  hundred  millers  providing  for  the  r^ulation  of 
the  industry;  volimtary  agreements  were  also  made 
between  the  mill^^  and  the  Gram  Ck)rporation.  The 
chief  provisions  of  these  agreements  were  that  the  mills 
should  not  pay  a  higher  price  for  wheat  than  the  fair 
price  adopted  by  the  Food  Administration  for  govern- 
ment purchases;  that  the  Grain  Corporation  should 
guarantee  the  mills  against  a  loss  by  decline  in  the  value 
of  their  unsold  wheat  and  flour  below  the  government 
price  basis,  bought  during  the  period  of  the  agreement; 
that  the  Grain  Corporation  should  endeavor  to  maintain 
in  available  positions  an  adequate  supply  of  suitable 
wheat  to  meet  the  milling  demands  of  the  mills,  and 
seciu^  an  equitable  distribution  of  wheat  between  the 
mills  on  a  pro  rata  basis;  —  each  mill's  quota  was  to  be 
proportionate  to  the  ratio  that  its  average  grind  during 
the  three  years  1914,  1915,  1916  bore  to  the  total  aver- 
age grind  of  all  the  mills  during  that  period,  due  allow- 
ance being  made  for  new  capacity;  that  the  millers 
should  operate  their  mills  at  a  profit  not  to  exceed 
twenty-five  cents  per  barrel  on  floiu*,  and  fifty  cents  per 
ton  on  feed  —  about  two  cents  per  barrel  of  floiu*  addi- 
tional; that  they  should  make  a  return  upon  oath  of 
their  profits  earned  during  each  month;  that  they 
should  not  contract  to  sell  flour  more  than  thirty  days 
in  advance  (thus  reducing  speculative  buying);  that 
they  should  not  store  wheat  without  the  permission  of 
the  Food  Administration  for  more  than  thirty  days' 
supply;  and  that  the  Grain  Corporation  should  appor- 
tion over  the  entire  milling  trade  all  export  sales  of  flour. 

The  Food  Administration  took  the  view  that  it  did 
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not  possess  legal  authority  to  prescribe  prices:  hence 
the  metliod  of  voluntary  agreement.  Tke  difficulties 
of  the  situation  were  very  great.  At  the  date  of  the 
passage  of  the  Food  Act,  August  10,  the  price  of  cash 
grain  at  Minneapolis  was  around  $3.00  per  bushel  while 
the  September  future  was  quoted  nearly  $1.00  per 
budiel  lower.  The  Millers'  Committee  had  hoped  to 
get  the  sanction  of  the  Food  Administration  to  an 
intra-trade  agreement  to  force  down  prices,  but  at  the 
last  moment  (August  24)  the  Attorney  General's  office 
ruled  that  such  an  agreement  was  in  conffict  with  the 
antirtrust  laws,  and  it  was  necessary  to  abandon  it  and 
substitute  in  its  place  an  individual  agreement  between 
the  Food  Administration  and  each  miller.  This  altered 
the  whole  legal  aspect  of  the  plan  of  regulation  adopted. 
Under  the  earlier  arrangement  the  Millers'  Committee 
had  represented  trade  autonomy  and  proposed  to  oper- 
ate in  conjunction  with  rather  than  imder  control  of  the 
Food  Administration;  as  finally  worked  out  the  Milling 
Division  became  a  subordinate  branch  of  the  Food  Ad- 
ministration, and  its  members  became  officers  of  the 
government.  None  the  less,  the  original  proposals  of 
the  conmtiittee  became  the  basis  of  the  r^ulations 
adopted  for  the  control  of  the  milling  industry,  and  a 
considerable  measiu^  of  discretion  as  to  their  enforce- 
ment was  of  necessity  lodged  in  the  MUling  Division. 

The  flour  milling  industry  is  composed  of  nearly  7,000 
distmct  units  representing  a  wide  variety  of  methods  in 
manufacturing  and  selling,  in  grinding  di£ferent  kinds 
of  wheat,  and  in  producing  at  greatly  varying  costs. 
Owing  to  the  partial  abandonment  of  the  earlier  plan 
of  price  regulation,  it  became  necessary  to  mobilize  this 
great  industry  within  a  period  of  ten  days,  and  to  induce 
substantially  all  the  considerable  mills  to  enter  the 
agreement  with  the  Food  Administration,  so  as  to  give 
promise  of  making  it  effective. 
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What  were  the  inducements  to  mills  to  enter  such  an 
agreement?  At  first  sight  it  might  seem  that  in  so  doing 
a  mill  was  surrendering  a  great  deal.  The  acceptance 
of  the  three-year  basis  of  wheat  allotment  and  conse- 
quent restriction  of  business  operations,  seemed  to  be  a 
sacrifice  of  individual  conmiercial  initiative.  However, 
the  circumstance  that  the  Grain  Corporation  would 
have  practical  control  of  wheat  supplies  made  it  impera- 
tive that  all  except  remote  coimtry  mills  do  their  pur- 
chasing through  the  Grain  Corporation;  if  they  were  to 
get  any  wheat  at  all.  On  the  other  hand,  there  was  the 
positive  assurance  that  tmder  the  Grain  Corporation's 
wheat  allotment  plan  the  relative  position  of  all  the 
units  in  the  industry,  at  least  in  so  far  as  they  entered 
the  agreement,  would  be  maintained.  Each  mill  would 
be  entitled  to  a  definite  pro  rata  share  in  the  total  flour 
business.  There  was  also  the  assurance  of  an  oppor- 
tunity to  share  in  the  export  business  (and  to  bid  upon 
government  contracts  upon  a  preferred  basis). 

Considerations  of  a  more  dubious  kind  doubtless  had 
their  influence  also  in  bringing  wavering  millers  into  the 
agreement.  With  the  sweeping  powers  of  profit  control 
which  could  be  exercised  imder  the  licensing  section  of 
the  Food  Act,  it  must  have  been  realized  that  a  free 
rein  would  not  be  given  to  those  concerns  which  elected 
to  remain  outside  (the  agreements).  Contrasted  with 
this  was  the  quasi-promise  held  out  by  overzealous 
members  of  the  Milling  Division  that  the  twenty-five 
cents  per  barrel  profit  maximum  was  equivalent  to  a 
guaranty  of  twenty-five  cents  per  barrel  net.  This  was 
a  rate  of  profit  which  was  tempting  indeed,  compared 
with  the  rates  which  were  normal  for  the  industry.^ 

1  The  Federal  Trade  CommiMion'B  Report  on  Hour  Milling  and  Jobbing  issued 
April  4,  1918,  showed  that  for  the  year  1912-13,  the  net  profit  per  barrel  had  been  14 
eents,  and  this  yielded  a  return  of  over  9  per  cent  upon  the  inyestment;  for  the  year 
1013-14,  the  profit  per  barrel  was  19  eents,  yielding  a  return  of  about  13  per  cent  on  the 
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Tha^  was  tlie  further  consideratioa  that  the  Milling 
Division  would  be  administered  by  successful  millers, 
in  sjrmpathy  with  the  trade,  and  themselves  having  a 
large  stake  in  the  ultimate  success  of  the  plan  of  intrar 
trade  control.  Simdry  advantages  were  to  be  expected 
abo  from  tlie  various  forms  of  assistance  which  the 
Grain  Corporation  and  the  Milling  Division  might  ren- 
der individual  millers,  through  car  service  bureaus,  help 
in  arranging  export  shipments  and  sales  to  the  govem- 
mssitf  and  from  the  intangible,  tho  important  '^  adver- 
tising value  "  resulting  from  the  exploitation  of  the  fact 
that  tlie  agreement  mill  was  a  ''  member  of  the  Food 
Administration."  A  quite  di£ferent  stimulus  operating 
in  the  same  direction  was  the  pressure  put  upon  the 
trade  by  the  editorial  policy  of  the  leading  trade  journal. 

Not  least  among  the  considerations  leading  millers, 
ajd  grain  dealers  also,  to  enter  the  agreement  with  the 
Grain  Corporation,  was  the  guaranty  by  the  latter 
against  a  decline  in  the  value  of  wheat  or  flour  below  the 
government  price  basis.  Had  the  Grain  Corporation 
been  obliged  to  rely  upon  its  own  capital  of  $50,000,000 
it  could  not  safely  have  assumed  this  great  hazard.  Ar^ 
rangements  were  entered  into  with  the  Wheat  Export 
Company,  however,  backed  by  the  financial  resources 
of  the  British  Treasury,  by  which  the  Export  Company 
practically  imderwrote  the  purchases  of  the  Grain  Cor- 
poration. As  it  was,  the  latter  assumed  the  fimction  of 
protecting  imsold  stocks  of  wheat  or  flour  against  price 
risks,  and  thus  stepped  into  the  gap  which  the  restriction 
of  future  trading  had  left  in  normal  hedging  operations. 

As  the  result  of  all  these  factors  over  three  thousand 
millers,  first  and  last,  pledged  themselves  to  operate 
their  businesses  in  agreement  with  the  Food  Adminis- 


iawtBoit;  for  the  yfx  1014-16,  the  rate  of  profit  luul  been  25  cents  per  berrel, 
iBferetaniofnearl7l6percentontlieinyeetinent;  for  the  yeer  1016-10,  Um  profit  per 
btRtI  wee  21  eats,  yieldinc  a  return  of  eboot  16  per  cent  on  the  inTeetment. 
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tratioiu  The  significance  of  this  lies  chiefly  in  the  fact 
that  without  such  voluntary  agreements  by  the  mills 
to  observe  the  government  fair  wheat  price  that  whole 
plan  of  regulation,  both  as  to  wheat  prices  and  flour 
prices,  would  have  fallen  through,  for  there  was  nothing 
in  the  law  to  prevent  a  mill  from  paying  any  price  for 
wheat  that  it  chose.  In  fact  many  coimtry  mills  did 
elect  to  remain  outside,  and  some  of  them  greatly  in- 
creased their  volume  of  business  by  offering  the  farmers 
a  better  price  than  the  agreement  mills  could  offer. 
Owing  to  the  representations  of  the  Milling  Division, 
however,  far  the  greater  part  of  the  flour  milling  capac- 
ity of  the  coimtry  was  induced  to  enter  the  agreement 
to  abide  by  the  government's  fixed  wheat  price.  This 
immensely  simplified  the  whole  problem  of  regulation. 
The  Milling  Division  deserves  great  credit  for  having 
accomplished  this  highly  difficult  task. 

Partly  to  meet  the  problems  presented  by  the  non- 
agreement  mills  and  partly  to  extend  the  principle  of 
uniformity  as  widely  as  possible,  the  Food  Administrar 
tion  decided  to  license  every  flour  mill  having  a  capacity 
in  excess  of  100  barrels  daily.^  Over  six  thousand  mills 
were  licensed,  first  and  last,  and  practically  all  the  pro- 
visions of  the  voluntary  agreement  except  those  relating 
to  the  fair  wheat  price  were  made  applicable  to  the  busi- 
ness of  the  licensees.  Among  the  more  important  of  the 
license  provisions  were  those  which  prohibited  the  stor- 
age of  wheat  and  rye  for  more  than  thirty  days,  limited 
the  rate  of  profit  to  twenty-five  cents  per  barrel,  and 
prescribed  the  minimum  rate  of  flour  extraction.  In 
other  words,  practically  the  only  rule  governing  flour 
milling  operations  which  was  left  as  a  matter  of  vol- 
tmtary  agreement  was  that  relating  to  the  maintenance 
by  the  agreement  mills  of  the  government's  fair  wheat 

1  Subwquently  (January  10, 1018)  the  bm  limit  was  reduced  to  76  barrels. 
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price.  With  this  one  large  exception,  therefore,  the 
effective  control  of  profits  and  commercial  practices  by 
the  Food  Administration  rested  upon  the  powers  of 
license  control  and  not  upon  the  agreement.  Owing  to 
the  partial  abandonment  of  the  earlier  plan  of  price 
regulation,  it  became  necessary  to  mobilize  this  great 
industry  within  a  period  of  ten  days,  and  to  induce 
substantially  all  the  considerable  mills  to  enter  the 
agreement  with  the  Food  Administration,  so  as  to  give 
promise  of  making  it  effective. 

VI 

With  a  view  to  determining  a  fair  price  at  which  the 
government's  wheat  purchases  should  be  made,  the 
President  announced  on  August  14,  the  appointment 
of  a  committee  of  twelve  members  selected  from  rep- 
resentatives of  the  various  producing  sections  and 
consuming  interests  of  the  cotmtry.  The  Food  Admin- 
istration annotmced  in  advance  its  intention  "  to  use 
every  authority  given  it  tmder  the  bill  and  the  control 
of  exports  to  effect  the  imiversality  of  this  fair  basis 
throughout  the  whole  of  the  1917  harvest  year  without 
change  or  fluctuation,"  and  further  declared  ''  if  it  is 
necessaiy  for  the  government  to  buy  the  entire  wheat 
harvest  in  order  to  maintain  this  fair  price  in  protection 
of  the  producer,  we  intend  to  do  so."  By  stabilizing  the 
price  of  wheat  throughout  the  year  the  Food  Adminis- 
tration hoped  to  eliminate  the  hazards  of  operation  of 
the  milling  and  distributing  industries,  due  to  price 
fluctuations,  and  to  restore  the  normal  margins  of  profit, 
80  that  the  price  of  flour  and  the  price  of  bread  would 
also  be  stabilized  and  presiunably  be  reduced. 

On  August  30,  the  Wheat  Price  Committee  made  its 
report  to  the  President  reconmiending  the  fair  price  to 
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be  paid  by  the  government  for  wheat  of  the  1917  har- 
vest. In  reaching  its  decision  the  Price  Committee  had 
to  reconcile  the  conflicting  claims  of  producer  and  con- 
smner,  bearmg  m  mmd  the  necessity  of  encouraging  the 
one  and  yet  not  discouraging  the  other.  The  Committee 
called  attention  to  the  consideration  that  the  govern- 
ment price  for  the  1917  wheat  crop  was,  in  effect,  a  con- 
tinuing guaranty  imtil  the  minimum  price  guaranteed 
by  Congress  for  the  crop  of  1918  should  go  into  effect. 
The  price  recommended  was  $2.20  per  bushel,  based  on 
No.  1  Northern  spring  wheat,  or  its  equivalent,  with 
appropriate  discounts  for  lower  grades,  delivered  at 
Chicago.  The  Grain  Corporation  had  ah-eady  estab- 
lished a  schedule  of  differentials  to  govern  the  different 
grades,  and  relative  prices  at  the  different  terminal 
markets.  In  announcing  to  the  press  the  report  of  the 
Wheat  Price  Conmiittee  the  President  authorized  a 
statement  reading  in  part  as  follows : 


It  is  the  hope  and  expectation  of  the  Food  Administration,  and  | 
my  own  also,  that  this  step  will  at  once  stabilize  and  keep  within  t 
moderate  bounds  the  price  of  wheat  for  all  transactions  throughout  f 
the  present  crop  year,  and  in  consequence  the  prices  of  flour  and 
bread  also.    The  Food  Act  has  given  large  powers  for  the  control  of 
storage  and  exchange  operations,  and  these  powers  will  be  fully 
exercised.    An  inevitable  consequence  will  be  that  financial  dealings 
cannot  follow  their  usual  coiu'se.   Whatever  the  advantages  and  dis-  . 
advantages  of  the  ordinary  machinery  of  trade,  it  cannot  function 
well  under  such  disturbed  and  abnornial  conditions  as  now  exist.    In 
its  place  the  Food  Administration  now  fixes  for  its  purchases  a  fair 
price,  as  recommended  unanimously  by  a  committee  representative 
of  all  interests  and  all  sections,  and  believes  that  thereby  it  will  elimi- 
nate speculation,  make  possible  the  conduct  of  every  operation  in  the 
full  light  of  day,  maintain  the  pubUcly  stated  price  for  all,  and, 
through  economies  made  possible  by  stabilization  and  control, 
better  the  position  of  consumers  also. 


1 
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VII 

When  the  Grain  Corporation  began  active  operations 
early  in  September  it  found  itself  confronted  by  a  set  of 
peculiarly  difficult  problems.  Not  least  among  these 
was  the  hostile  attitude  of  many  wheat  growers  which 
arose  from  widespread  resentment  against  the  policy  of 
fixed  price  control.  This  resentment  was  reflected  in 
unwillingness  to  sell  at  the  established  price  basis.  Kan- 
sas and  Dakota  farmers,  as  well  as  those  of  the  Pacific 
Northwest,  began  an  agitation  for  an  increased  price. 
The  wheat  market  was  in  a  state  of  chaos,  with  the 
ordinary  machinery  of  the  grain  trade  almost  entirely 
dislocated,  and  the  normal  milling  production  of  the 
country  so  greatly  reduced  that  there  was  a  dangerously 
low  level  of  floiu*  reserves  as  well  as  a  shortage  of  wheat 
at  the  terminals.  In  spite  of  the  extremely  small 
cany-over  from  the  short  crop  of  1916  —  less  than  one 
month's  needs  for  domestic  consumption  —  over  ten 
million  bushels  of  wheat  and  nearly  two  million  barrels 
of  flour  were  exported  in  July  and  August. 

VIII 

Obviously  the  first  need  was  to  stimulate  the  idle  mill- 
ing capacity  of  the  country  to  renewed  activity  and  to 
restore  the  floiu*  reserves  to  the  safety  mark  as  quickly 
as  possible.   With  this  end  in  view  the  area  of  the  United 
States  was  divided  into  foiu-teen  zones  centering  about 
the  leading  terminal  grain  markets,  and  in  these  four- 
teen cities  and  in  four  ''  sub-terminal "  markets  buying 
agencies  were  established,  each  under  the  direction  of  a 
leading  member  of  the  grain  trade,  who  gave  his  services 
without  remimeration  and  who  was  required  to  disso- 
ciate himself  absolutely  from  his  business  interests  in 
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the  gram  trade.  These  govemment  buyers  were  en- 
trusted with  the  responsibility  of  administering  the 
Grain  Corporation  in  their  respective  zones.  A  large 
measure  of  local  autonomy  was  granted  to  each  zone 
agent  as  to  the  methods  he  should  adopt  in  meeting  the 
particular  problems  sure  to  arise  in  his  own  district,  but 
in  general  the  scheme  followed  was  that  the  Grain  Cor- 
poration replaced  the  elevator  and  warehouse  men  and 
grain  dealers  at  the  terminals  as  intermediaries  between 
the  country  shippers  of  wheat,  whether  elevators  or 
farmers  on  the  one  hand,  and  the  flour  miller  and  ex- 
porters on  the  other.  The  prohibition  against  storage 
of  wheat  and  rye  for  more  than  thirty  days,  which  was 
made  applicable  to  grain  dealers  as  well  as  to  mills, 
practically  put  out  of  business  this  whole  group  of  mid- 
dlemen at  the  terminal  markets,  so  far  as  trading  in 
these  grains  was  concerned.  Further,  the  practice  of 
mixing  wheat  of  different  grades  was  absolutely  prohib- 
ited during  the  season  of  1917-18.  The  large  terminal 
elevators,  which  normally  carry  enormous  quantities 
of  wheat  through  the  winter  weather,  and  many  of 
which  earn  large  revenues  from  mixing  wheat  of  varying 
grades,  enjoyed  very  little  business  in  wheat  imder  this 
arrangement.  In  those  markets  where  grain  is  ordi- 
narily consigned  by  coimty  shippers  to  commission  mer- 
chants and  by  them  sold  to  millers  or  other  buyers,  the 
modification  of  the  method  of  doing  business  previously 
in  vogue  consisted  chiefly  in  requiring  all  dealers  who 
had  wheat  for  sale  at  the  terminal  markets  to  report 
their  receipts  each  day  to  the  Grain  Corporation  zone 
agent,  who  then  apportioned  the  available  supplies  to 
the  mills  at  the  govemment  fair  price  plus  an  adminis- 
tration fee  of  one  per  cent  to  cover  costs  of  operation. 
The  Grain  Corporation  itself  bought  as  little  wheat  as 
was  necessary  to  promote  the  rapid  distribution  of  grain 
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to  the  mills  and  to  eicport  agencies,  and  then  only  as 
unloaded  in  elevators  at  terminal  points.  It  did  not  buy 
at  all  from  fanners  or  original  shippers  and  discoiuaged 
direct  consignments  on  which  it  collected  a  one  per  cent 
commission  charge  on  account  of  the  administrative 
labor  involved.^ 

Of  necessity,  government  control  of  the  wheat  busi- 
ness operated  greatly  to  restrict  the  field  of  individual 
enterprise.    In  view  of  this  fact  and  of  the  consequent 
hardship  imposed  upon  many  elements  of  the  trade,  the 
practically  unanimous  endorsement  of  the  policies  and 
plans  of  the  Grain  Corporation  by  a  representative  body 
of  terminal  elevator  and  grain  dealers  assembled  at 
Washington,  August  15,  1917,  and  also  by  a  body  of 
seven  hundred  terminal  and  country  dealers  in  conven- 
tion at  Buffalo,  September  24, 1917,  must  be  taken  as  a 
striking  testimonial  to  the  fairness  of  the  Grain  Cor- 
pcnration's  methods  of  operation  and  as  convincing 
evidence  of  appreciation  by  the  trade  of  the  necessity 
of  government  control. 

The  mode  of  allotment  of  wheat  to  mills  within  a 
given  zone,  and  to  ''  outside  "  mills  drawing  upon  a 
particular  market,  was  based  upon  a  proportional  ar- 
rangement determined  by  averaging  the  grind  of  each 
mill  making  requisition  for  wheat  in  the  zone  for  the 
three  years  1914, 1915, 1916,  and  alloting  to  each  a  per- 
centage of  the  available  wheat  equal  to  the  percentage 
which  its  average  grind  for  the  three  years  specified  was 
of  the  total  grind  for  all  the  mills  dining  the  same  period, 

*  la  the  purdiaae  of  wheat  the  Food  Adminiatntioii  aets  purely  in  a  merohant 
capacity,  buyins  wheat  at  the  interior  terminala,  and  reselling  on  the  one  hand  to  the 
mSlen  for  domcatie  oonsnmption  and  on  the  other  hand  for  export  purposea.  To  make 
■ere  that  its  operataona  will  be  conduoted  without  loaa,  the  Food  Adminiatration  has 
Mesred  aMozaaoea  from  the  Alliea  that  they  will  purohaae  at  the  "  fair  price  "  all  wheat 
daiifeied  at  the  aeaboard  and  placed  at  their  diapoeaL  To  cover  ita  coot  of  operation  the 
Food  Administration  adda  one  per  cent  to  the  coot  of  wheat  at  the  interior  terminala 
vbaa  it  oeOi  (to  miHeni  or  to  ezpartera).  United  Statea  Food  Adminiatration:  PoUdea 
aad  Flan  of  OporatioQ;  Wheat,  Flour  and  Bread.    December  1, 1017,  p.  32. 
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due  allowance  being  made  for  new  capacity.  By  their 
agreement  with  the  Grain  Corporation  the  mills  pledged 
themselves  to  do  their  buying  through  its  agencies  and 
not  independently,  except  where  buying  directly  from 
farmers  and  local  dealers  at  country  points.  Grain 
shippers  at  country  points  were  required  to  advise  the 
zone  agents  in  advance  of  their  wheat  available  for  ship- 
ment. More  than  two-thirds  of  the  20,000  coimtiy 
elevators  entered  into  an  agreement  with  the  Grain  Cor- 
poration by  the  terms  of  which  the  latter,  upon  payment 
of  storage  and  carrying  charges  at  the  rate  of  two  cents 
per  bushel  per  month  and  guaranty  to  the  elevator 
operators  against  a  decline  in  the  price  of  their  wheat 
below  the  government  basis,  secured  the  right  to  control 
the  disposition  of  the  elevators'  stocks  of  wheat,  either 
as  to  retention  at  point  of  origin  or,  upon  adjustment  of 
returns,  diversion  of  shipment  from  the  destination 
originally  intended.  By  this  control  of  country  ship- 
ments, by  eliminating  to  a  considerable  degree  the  buy- 
ing of  the  terminal  elevators,  and  by  strict  attention  to 
details  of  traffic  reenforced  by  efficient  car  supply  de- 
partments maintained  for  the  aid  of  grain  and  flour 
shippers,  the  Grain  Corporation  was  able  to  take  the 
wheat  from  point  of  origin  and  to  deUver  it  to  the  mills 
with  but  very  Uttle  delay  and  burden  of  transportation 
and  handling  costs.  During  the  first  three  months  of 
operation  by  the  Grain  Corporation  the  receipts  of  wheat 
at  the  primary  markets  ran  nearly  100,000,000  bushels 
behind  the  figures  for  the  corresponding  months  of  1916 
—  a  decline  of  nearly  60  per  cent  —  but  the  rate  of  flour 
production  during  the  same  period  was  over  15  per  cent 
larger  than  during  the  con^ponding  period  for  the  pre- 
vious year,  notwithstanding  the  fact  that  in  1917  the 
total  available  stock  of  wheat  was  over  15  per  cent  less 
than  the  1916  stock.    For  the  entire  crop  year,  from 
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July  1, 1917,  to  June  30, 1918,  the  aggregate  receipts  and 
dupments  of  ^dieat  at  the  eleven  principal  interior  mar- 
kets and  the  sev^i  chief  export  points  were  less  than  half 
the  corresponding  figures  for  the  previous  year.  The 
output  of  flour,  on  the  other  hand,  was,  as  nearly  as  can 
be  calculated,  almost  exactly  the  same  in  the  two  periods 
—  namely,  slightly  over  100,000,000  barrels  in  each 
year.* 

In  order  to  secure  an  equitable  distribution  of  the 
available  wheat  stocks  among  the  mills  of  the  several 
milling  divisions  it  was  necessary  for  the  Grain  Corpo- 
ration to  rearrange  existing  supplies  by  diverting  local 
surpluses  as  far  as  possible  from  regions  of  excess  to 
r^ons  of  deficit  and  to  fill  in  the  gaps  by  the  importa- 
tion of  supplementary  supplies  from  outside  sources. 
A  policy  agreed  upon  with  the  Allies  of  treating  the 
North  American  crop  largely  as  a  whole  enabled  the 
Grain  Corporation  to  draw  upon  the  movement  of  the 
Canadian  surplus  via  the  Great  Lakes  to  the  extent  of 
about  24,000,000  bushels  during  the  year  1917-18. 
About  4,000,000  additional  bushels  of  wheat  were  im- 
ported from  Australia,  chiefly  in  small  sailing  vessels. 
Nearly  700,000  barrels  of  flour  were  also  imported  from 
these  two  sources. 

IX 

The  achievements  of  the  Grain  Corporation  in  dis- 
tributing the  existing  wheat  stocks  so  as  to  prevent  local 
scarcity  and  avoid  waste  and  in  conserving  every  bushel 
possible  for  the  needs  of  the  Allies,  were  accomplished 
in  spite  of  serious  car  shortages  and  port  congestion.  In 
one  important  wheat  growing  region  the  transportation 

1  Then  are  Marody  any  reliable  etatistice  on  the  anrecate  flour  production  of  the 
Uttted  State*  eaeq;»t  thoee  eupidied  by  the  U.  8.  Censua  of  Manufactures  at  fiv»*year 
iBtcnrab.  I  have  f oDowed  the  eetimatee  of  the  Statietioal  Diyiaion  Information  Service 
of  the  Food  AdminiatiatiaiL 
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situation  was  actually  improved  by  the  action  of  the 
Shipping  Board  in  providing  tonnage  for  the  movement 
of  flour  from  the  Pacific  Coast  to  Atlantic  ports  and  for 
export/  and  in  another  by  the  action  of  the  Grain  Cor- 
poration itself  in  reorganizing  the  wheat  movement  on 
the  Great  Lakes. 

With  the  progress  of  the  war  and  the  shrinkage  of 
shipping  available  to  carry  wheat  from  the  North 
Pacific  coast  to  its  usual  export  destination,  an  extra 
burden  had  been  thrown  upon  the  transcontinental  rail- 
roads to  move  wheat  from  this  section  to  the  eastern 
milling  and  consuming  centers  and  to  the  Atlantic  and 
Gulf  ports  for  foreign  shipment.  The  Pacific  coast 
mills  had  also  begun  to  build  up  a  very  large  flour  busi- 
ness in  the  southeastern  states,  where  the  product  of 
the  soft  starchy  wheats  of  Washington  and  Oregon  was 
in  high  favor.  The  freight  rates  on  these  transcon- 
tinental shipments  on  both  wheat  and  flour  were  very 
high  and  the  establishment  of  a  fixed  wheat  price  based 
upon  Chicago  made  the  returns  to  the  Pacific  coast 
wheat  growers  relatively  low.  The  organization  of  the 
grain  trade  in  this  section  differs  from  that  which  pre- 
vails typically  in  other  parts  of  the  coimtry  in  several 
essentials.  Grain  is  harvested  and  handled  largely  in 
sacks  instead  of  in  bulk,  and  is  stored  in  that  form  in 
flat  warehouses  instead  of  in  elevators  equipped  with 
machinery.  Because  of  that  condition  and  also  because 
of  the  peculiar  climatic  conditions  of  the  principal 
wheat  growing  districts  of  the  Pacific  Northwest,  the 
crop  is  marketed  in  a  different  manner  and  leaves  the 
farm  more  cleanly  in  the  early  months  of  the  crop  year 
than  in  other  sections  of  the  country. 

Now  the  calculation  of  the  Pacific  coast  wheat  price 
on  the  basis  of  the  Chicago  price  for  equivalent  grades 
less  freight  and  other  shipping  charges  introduced  no 
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new  dement  into  the  situation;  it  merely  aflSrmed  a 
condition  which  had  existed  for  practically  two  years. 
None  the  less  complaint  at  once  arose  on  the  part  of  the 
Pacific  coast  wheat  growers  and  handlers  against  put- 
ting them  on  the  basis  of  Chicago  price,  less  freight. 
With  the  prospect  of  ocean  transportation  available 
owing  to  the  construction  of  new  ships  at  Pacific  yards 
it  became  possible  to  establish  a  base  price  at  North 
Pacific  export  points  on  an  overseas  basis  instead  of 
adhering  to  the  former  price  based  on  rail  transport  to 
Chicago.  Therefore,  having  got  assurance  from  the 
Slipping  Board  of  fairly  reasonable  water  rates,  the 
Food  Administration  on  September  22  established  a 
base  price  at  Portland  and  Puget  Sotmd  ports  for  No.  1 
N(»ihem,  or  equivalent,  at  $2.05  per  bushel  for  bulk 
wheat  with  the  usual  premium  for  wheat  in  sacks.  This 
meant  an  increase  in  the  price  to  the  grower  in  eastern 
Washington  and  Or^on  of  approximately  fifteen  cents 
per  bushel  over  the  price  based  on  Chicago.  A  very 
large  wheat  crop  in  those  states  which  would  otherwise 
have  seriously  hardened  the  rail  carriers  was  largely  re- 
tained on  the  Pacific  coast  for  grinding  by  the  local 
mills  and  the  product  shipped  by  water  instead  of  by 
the  usual  rail  route  overland. 

The  other  critical  transportation  problem,  aside  from 
chronic  car  shortage,  was  presented  by  the  conditions  on 
the  Great  Lakes,  where  the  available  carriers  had  been 
seriously  depleted  by  the  action  of  the  Shipping  Board 
in  transferring  to  the  Atlantic  such  vessels  as  were 
suitable  for  use  on  the  ocean.  Lake  facilities  for  grain 
shipment  promised  to  be  inadequate  for  the  urgent  ore 
movement  plus  the  also  urgent  coal  movement,  plus  the 
grain  and  flour  movement.  Grain  shipments  during  the 
fall,  at  least  from  the  Canadian  Northwest,  might  be 
expected  to  be  very  large.    To  protect  the  large  mills  at 
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the  eastern  end  of  Lake  Erie,  as  well  as  to  keep  a  stiieam 
of  wheat  flowing  to  New  York,  the  Grain  Ckirporation 
made  an  agreement  with  the  Lake  Carriers  Association 
operating  American  steamers  and  with  the  Canadian 
Association  controlling  Canadian  steamers,  by  which 
they  guaranteed  to  furnish  at  a  maximum  rate  of  4 1  cents 
per  bushel,  basis  Duluth  to  Buffalo,  all  the  cairiers 
which  the  grain  trade  would  require.  In  return  for  this 
the  control  of  the  grain  trade  on  the  Lakes  was  to  be  put 
entirely  in  the  hands  of  the  Grain  Corporation  agent  at 
Buffalo  as  to  the  placing  of  boats  for  discharge  at  the 
elevators  available  there,  so  that  boats  should  not  be 
required  to  wait  their  turn  behind  particular  elevators. 
The  result  was  that  for  the  first  time  in  twenty  years 
there  were  no  blockades  at  the  eastern  end  of  the  Lakes 
and  a  much  larger  use  of  the  Lake  facilities  was  there- 
fore made  possible.  In  fact  the  full  ore  movement  was 
handled  and  the  full  amoimt  of  coal  stocks  at  the  north- 
west was  transported  during  the  season  of  open  naviga- 
tion, while  in  addition  the  entire  grain  movement  was 
handled  —  all  by  a  lake  fleet  which  had  promised  to  be 
inadequate. 

X 

The  Grain  Corporation  did  not  deal  directly  with  the 
farmers,  since  it  confined  its  wheat  purchases  to  the 
stocks  held  in  elevators  and  warehouses  and  to  the  daily 
arrivals  at  the  terminal  markets.  None  the  less,  the 
attitude  of  the  farmers  towards  the  fixed  wheat  price 
was  an  important  factor  in  the  practical  operation  of 
getting  the  wheat  to  the  mills. 

The  theory  of  the  stabilized  price  was  that  it  relieved 
the  growers  of  the  burden  of  marketing  wheat  at  the 
expense  of  necessary  farm  work  for  fear  of  a  decline  io 
the  price,  and  also,  by  removing  the  expectation  of  a 
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hi^^ber  price  later  in  the  year,  would  promote  a  more 
even  marketing  of  the  crop  through  the  year.  The 
event  justified  this  expectation  of  the  Food  Administra- 
Haa  only  in  part.  During  July  and  August,  while 
Qmgress  was  discussing  the  Food  Bill  and  before  the 
Grain  Corporation  entered  the  field  and  the  Wheat 
Price  Committee  had  reached  its  decision  on  a  fair 
price  —  a  period  which  offered  tmusual  hazards  to 
bujrans,  millers,  and  handlers,  as  well  as  leaving  the 
fanner  in  doubt  as  to  the  final  price  outcome  —  the 
farm  marketings  of  wheat  were,  as  nearly  as  can  be 
ascertained,  88,000,000  bushels;  ^  whereas  for  the  ten 
wedos  from  July  1  the  theoretical  average  as  computed 
by  the  Department  of  Agriculture  for  farm  marketings 
ftn*  a  crop  of  this  size  should  have  been  144,000,000 
bushels;  the  actual  marketings  were  apparently  56,- 
000,000  bushels  behind  the  normal  for  the  crop. 

The  failure  of  Congress  to  pass  the  Food  Bill,  as  the 
President  had  urged,  in  time  to  permit  the  controlling 
agencies  of  the  Food  Administration  to  be  organized  by 
July  1,  in  order  to  be  ready  when  the  new  crop  should 
begin  coming  on  the  market,  had  delayed  the  beginning 
of  operations  by  the  Grain  Corporation  until  early  in 
September.  Over  two  months  had  elapsed  dining  which 
the  winter  wheat  movement  was  already  imder  way, 
marked  by  a  price  fluctuation  of  fifty  cents  per  bushel. 
When  at  last  the  stabilized  price  went  into  effect,  many 
grain  dealers  faced  a  loss  on  the  wheat  they  had  bought. 
Many  farmers  were  discontented  because  they  could  not 
8ell  their  entire  crop  at  the  high  prices  made  by  the  un- 
controlled influences  which  had  domiaated  when  the 
previous  year's  crop  had  been  exhausted  and  the  mar- 
ket was  without  any  balance  wheel.  The  crop  was  slow 
to  move.    During  the  greater  part  of  September  the 

*  ^g«*^^«tH  from  wnally  reports  to  the  Food  Admixiietrmtlon  Grain  Corporatioa. 
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fanners  in  the  principal  grain  growing  sections  were 
apparently  unwilling  to  sell  much  wheat;  eq)ecially  was 
this  true  in  the  Northwest,  where  under  the  stimulus  of 
exceptionally  high  prices  the  record-breaking  oats  crop 
was  being  rushed  to  market.  There  was  also  a  large 
com  crop  to  take  care  of  and  com  prices  were  establish- 
ing new  high  records.  The  farmer,  in  consequence  of 
being  relieved  from  the  fear  of  a  falling  wheat  price 
which  in  former  years  had  stimulated  him  to  dispose  of 
his  crop  in  the  harvest  rush,  sometimes  even  to  the  neg- 
lect of  necessary  farm  work,  was  enabled  to  take  advan- 
tage of  the  unusually  favorable  weather  conditions  for 
fall  plowing  and  seeding.  Unquestionably  the  stabilized 
wheat  price  was  a  factor  in  forwarding  the  condition  of 
farm  work,  which  had  almost  never  before  been  as  well 
advanced  as  in  the  fall  of  1917;  especially  in  the  spring 
wheat  states  fall  plowing  was  of  unusual  extent. 

All  these  influences  made  for  a  lighter  movement  of 
wheat  than  the  normal  crop  rush.  Nevertheless,  the 
total  farm  marketings  from  September  6,  when  the 
Grain  Corporation  commenced  business  with  its  stab- 
ilized price,  up  to  December  29,  were  315,000,000 
bushels,^  against  a  normal  computed  average  of  270,- 
000,000  bushels  for  this  period.  In  seventeen  weeks, 
under  the  Food  Administration's  fixed  price  plan,  farm 
marketings  had  been  so  enlarged  as  practically  to  over- 
come the  deficit  below  the  normal  rate  for  the  first  two 
months  of  the  crop  year. 

A  source  of  constant  irritation  among  the  farmers 
during  the  1917-18  season  was  the  interposition  of  the 
new  Federal  wheat  standards  and  Federal  supervision 
of  grading  and  inspection  at  the  primary  markets.  After 
ten  years  of  agitation,  largely  by  the  representatives  of 
the  farming  interests,  Congress  had  at  last  enacted  the 

>  Riporti  to  Food  Admtniatimtion  Qndn  CoiporatioB. 
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requisite  legislation,  and  the  Department  of  Agriculture 
promulgated   uniform  wheat  standards  which   were 
made  mandatory  upon  the  grading  of  all  grain  moving 
in  intestate  commerce.    These  new  grades  prescribed 
rigid  standards  for  moisture  content  and  uniformity  of 
quality,  and  had  the  effect  of  i)enalizing  sharply  grain 
which  contained  inseparable  impurities  or  which  other- 
wise was  below  standard.    They  were  injected  into  the 
situation  at  the  very  beginning  of  the  crop  movement 
for  1917.    The  unsettlement  of  the  established  trade 
could  scarcely  have  been  emphasized  more  sharply  by 
any  other  combination  than  that  of  a  government  stab- 
ilised price  and  a  government  standardized  grade  re- 
placing the  former  standard  and  the  former  methods. 
The  rigidity  of  the  new  system  was  emphasized  by 
the  fixed  price  differentials  between  the  several  grades 
which  the  Grain  Corporation  had  found  necessary  to 
establish  in  order  to  maintain  the  stabilized  price  with 
uniformity  and  definiteness.    Many  country  dealers, 
imfftmilJA-r  with  terminal  grading  imder  the  Federal 
standards,  in  order  to  make  themaelves  safe,  were  \m- 
duly  rigid  in  the  grading  of  country  deliveries.    Natu- 
rally this  gave  rise  to  much  complaint  imder  a  fixed  price 
system.  Gradually  these  inequalities  were  smoothed  out, 
and  the  Food  Administration  in  many  cases  required 
the  country  dealers,  imder  pain  of  forfeiture  of  their 
licenses,  to  make  restitution  to  the  farmers  where  they 
had  been  too  severe  in  their  interpretation  of  grades  and 
dockage.    In  order  to  secure  the  farmers  the  full  value 
of  their  grain  through  competition  the  Grain  Corpora- 
tion left  as  wide  a  field  as  possible  for  the  purchase  of 
wheat  by  sample;  all  grades  below  No.  3  were  bought 
on  the  basis  of  actual  worth  and  not  on  the  basis  of 
fixed  price  diff^:entials. 
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XI 

The  tendency  for  growers  to  hold  back  their  wheat 
for  an  advance  in  the  market  or  what  they  consider  an 
''  advance,"  offers  material  for  an  interesting  study  in 
popular  psychology.  The  farmer  had  always  hitherto 
been  accustomed  to  an  unhampered  market  and  he  con- 
tinued to  look  for  an  unhampered  market.  The  idea 
that  the  price  would  advance  through  the  season  was 
normal  with  him;  it  was  difficult  for  him  to  realize  that 
a  stabilized  price  system  would  not  permit  such  an  ad- 
vance. The  idea  of  an  advancing  price  dies  hard.  The 
reasons  are,  perhaps,  not  far  to  seek;  the  farmer  is  close 
to  the  growing  crop;  he  sees  it  being  winter  killed,  or 
damaged  by  rust,  insect  pests,  or  bad  weather,  and  he 
reasons  that  the  price  must  advance  because  of  the 
shrinking  supply.  Half  a  year  of  price  stabiUty  was  too 
short  a  period  to  accustom  the  farmer  to  the  idea  of  an 
unvarying  price  for  his  product  or  to  induce  him  to 
market  it  freely.  It  was  an  easy  transition  for  him  to 
look  to  Congress  for  an  increased  price. 

During  January,  1918,  severe  winter  weather  and 
lack  of  car  supply  slowed  up  the  farm  marketings  of 
wheat;  this  slowing  up  was  soon  to  be  intensified  by  a 
new  influence.  In  January,  Congress  began  an  ill-ad- 
vised agitation  for  an  increase  in  the  guaranteed  wheat 
price  for  the  crop  of  1918.^  The  result  upon  the  crop 
movement  was  at  once  apparent :  farm  marketings  for 

>  AcHUcm/ruBAL  Appropriation  Bill  —  H.  R.  —  0054 

Reported  in  House Jan.  21,  1018 

Paeeed  House Feb.     1.  1018 

Referred  to  8.  Com.  on  Agrieulture  and  Forestry Feb.     4,  1018 

Reported  back  with  amendments    Feb.  11,  1018 

Passed  Senate  Mar.  21.  1918 

Sent  to  conference    Apr.     1,  1918 

Conference  report  acreed  upon July     0, 1018 

Vetoed    July  12, 1018 
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the  season  (from  July  1)  which  had  been  practically 
even  with  the  average  on  December  29,  had  by  April 
6y  fallen  over  30,000,000  bushels  below  the  normal  for 
a  crop  of  this  size.^  In  spite  of  the  car  shortage  and 
bad  weather,  the  farm  marketings  of  com,  oats,  and 
barley,  the  prices  of  which  were  uncontrolled,  ran 
heavUy  above  the  seasonal  average  during  the  most  of 
the  winter  period.* 

The  agitation  in  Congress  for  an  increased  wheat 
price  took  the  form  of  an  amendment  to  the  Agricul- 
tural Appropriation  Bill  for  the  fiscal  year  1918-19. 
Several  amendments  were  offered,  but  the  one  which 
ultimately  prevailed  in  Congress,  and  which  may  be 
taken  as  typical,  proposed  a  basis  minimum  guaranteed 
price  for  the  1918  harvest  of  $2.50  per  bushel  for  No.  2 
i^eat  (the  most  conmion  grade)  at  coimtry  stations,  as 
compared  with  the  government  fair  price  of  $2.20  for 
No.  1,  Chicago  basis,  for  1917-18.  The  Senate  voted  in 
favor  of  an  amendment  in  about  this  form  some  time 
during  April.  To  forestall  Congressional  action  and 
thus  anticipate  events  which  might  hamper  the  Food 
Administration  in  its  tadc  of  getting  the  1917  crop 
marketed,  President  Wilson,  under  authority  conferred 
by  Section  14  of  the  Food  Act,  issued  an  executive  order 
on  February  21,  1918,  establishing  the  government 
guaranteed  price  for  the  crop  of  1918  on  the  same  basis 
as  the  government  fair  price  for  1917-18,  namely, 
$2.20  per  bushel  for  No.  1  Chicago,  with  appropriate 
premiums  and  discounts  for  other  markets  and  other 
grades. 

Congress  was  insistent,  however,  and  the  Senate 
conferees  succeeded  in  inducing  their  House  colleagues 
to  agree  upon  an  amendment  guaranteeing  a  uniform 
minimum  price  at  all  coimtry  stations,  irrespective  of 

1  Baports  to  Fbod  AHtninktemtkm  Grain  Corpontkm.         *  HAL 
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location  or  distance  from  terminals,  of  $2.40  per  buahd 
for  No.  2  wheat  of  the  crop  of  1918.  The  Agricultural 
Appropriation  Bill  containmg  this  amendment  was 
passed  by  Congress  on  July  6.  It  was  vetoed  by  the 
President. 

A  general  25  per  cent  advance  in  frei^t  rates  by  the 
Railroad  Administration  necessitated  a  readjustment 
in  the  government's  buying  basis  for  the  new  year 
however.  Under  authority  contained  in  an  executive 
order  of  June  24th  the  Grain  Corporation  increased  the 
prices  at  terminals,  as  announced  February  21,  so  as 
to  establish  a  minimum  of  $2.00  per  bushel  for  wheat 
loaded  upon  railroad  cars  at  country  stations  in  the 
least  advantageously  located  points  in  the  country,  with 
correspondingly  higher  prices  for  places  less  remote  from 
market.  However  this  is  a  matter  beyond  the  scope 
of  the  present  paper. 

XII 

Proceeding  now  to  a  consideration  of  the  problems  of 
the  milling  industry  under  Food  Administration  con- 
trol, let  it  be  recalled  that  the  abnormal  conditions 
which  prevailed  in  the  spring  and  summer  of  1917  had 
resulted  in  something  approaching  a  trade  deadlock. 
So  long  as  the  government  fair  wheat  price  remained 
undetermined  most  mills  were  imwilling  to  buy  freely 
and  confined  themselves  to  comparatively  limited  opera- 
tions. During  July  and  August  the  rate  of  milling 
activity  for  the  whole  coimtry  was  less  than  75  per  cent 
of  the  normal  for  that  season.^  But  when  the  gov- 
ernment wheat  price  was  annoimced,  August  30,  the 
mills  entered  the  buying  market  and  as  soon  as  wheat 

1  Eren  in  September  aome  of  the  Urge  Biinneapollg  milla  were  forced  to  that  down 
for  lack  of  wlieat. 
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began  to  move  freely  from  the  faims  milling  activity 
was  resumed.  A  very  large  flour  output  was  secured 
during  the  last  four  months  of  1917,  record  figures  being 
established  lot  part  of  that  period. 

xin 

The  result  was  that  flour  prices  were  greatty  reduced 
and  the  gaps  in  the  commercial  stocks  filled  up.  The 
agreement  mills  were  able  to  absorb  most  of  the  wheat 
(Bering?  at  the  government  fair  price.  The  limitation 
of  profits  to  twenty-five  cents  per  barrel,  reinforced  by 
the  declaration  of  the  Food  Administration  that  profits 
in  excess  of  that  figure  for  the  year's  business  would  be 
deemed  unreasonable,  had  the  effect  of  keeping  flour 
prices  in  most  parts  of  the  country  approximately  on  the 
basis  of  the  government  price  of  wheat.  During  the 
period  of  vicious  speculation  of  the  spring  and  summer 
of  1917,  before  the  r^ulation  of  the  Food  Administra- 
tion became  effective,  flour  prices  had  ranged  from 
$12.00  to  $16.00  a  barrel  at  the  mill  door.  Under  the 
regime  of  control  wholesale  flour  prices  were  reduced  to 
from  $10.00  to  $11.00  a  barrel  for  most  mills.  This  was 
an  achievement  of  the  first  importance,  and,  whatever 
the  offsets  and  inadequacies,  is  sufficient  to  justify 
the  work  of  the  Food  Administration  and  the  Milling 
Division. 

This  method  of  price  regulation,  however,  based  upon 
cost  of  production  plus  a  stipulated  margin  of  profit  per 
unit  of  output  —  a  margin  which  soon  came  to  be  inter- 
preted as  a  minimum  rather  than  a  maximum  —  was 
clearly  open  to  objections.  It  did  not  promote  effi- 
ciency of  operation;  it  offered  dishonest  and  impatriotic 
millers  opportunity  and  temptation  to  pad  their  re- 
ported costs.    The  original  suggestion  of  an  operating 
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differential,  to  include  cost  as  well  as  profit,  limiting  the 
cost  figure  to  seventy-five  cents  per  barrel,^  had  be^ 
dropped  because  of  the  extraordinary  range  of  costs 
within  the  industry,  embracing  concerns  from  the 
largest  to  the  smallest.  The  profit  r^ulation  as 
adopted  was  a  simple  expedient  of  a  rough  and  ready 
kind  designed  to  meet  the  necessities  of  the  situation. 
It  was,  perhaps,  the  only  method  of  r^ulation  which 
offered  a  fair  chance  of  success.  Tho  surprisingly  ef- 
fective in  the  main,  it  led,  none  the  less,  to  serious 
difficulties. 

XIV 

Some  imexpected  circimistances  rendered  the  prob- 
lems of  regulation  more  complicated  than  had  been  ex- 
pected. Fimdamental  to  the  entire  situation  was  the 
fact  that  the  wheat  crop  of  1917  was  the  smallest  in 
years,  smaller  even  than  had  been  estimated  in  August 
when  the  Food  Administration  annoimced  its  policies 
of  control.  One  effect  of  such  a  short  crop  was  to 
abridge  still  further  the  scanty  range  of  competition 
which  the  regulation  had  left  undisturbed.  The  crops 
of  England  and  France  were  also  much  smaller  than  had 
been  expected  and  the  gravity  of  the  export  problem 
was  correspondingly  increased.  With  added  pressure  re- 
sulting from  the  need  of  prompt  flour  shipments  abroad 
it  became  necessary  to  stimulate  milling  activity  to  as 
rapid  a  rate  as  possible.  The  Food  Administration  had 
originally  hoped  that  it  would  be  possible  to  operate  the 
mills  at  a  fairly  even  rate  of  production  through  the 
year,  but  in  fact  a  very  large  part  of  the  flour  production 
of  the  mill  year  —  something  like  52  per  cent  —  had  to 
be  crowded  into  the  four  months,  September,  October, 
November,  December.*     Yet  throughout  this  period 

1  See  XMge  47. 

*  F^om  eetiiDates  by  U.  S.  Food  Administration,  MiUinc  DivieioiL 
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buying  demand  was  insistent  and  far  exceeded 
the  eapacity  of  the  mills  to  keep  pace  with  it. 

A  mari^ed  reduction  in  operating  costs  resulted  from 
this  hi^  rate  of  milling  activity.  A  peculiar  conse- 
quence was  that  many  mills  found  it  difficult,  almost 
impossible,  to  reduce  their  prices  for  flour  and  feed 
rapidly  enough  to  keep  their  profit  margins  within  the 
aQowable  maxima  —  twenty-five  cents  per  barrel  on 
flour  and  fifty  cents  per  ton  on  feed.  Flour  prices,  tho 
tending  downward,  did  not  at  once  fall  to  a  basis  strictly 
conmiensurate  with  the  lowered  wheat  price  established 
by  the  Wheat  Price  Committee.  Wheat  feed  prices, 
especially,  failed  to  recede;  indeed  they  tended  to  ad- 
vance, reflecting  the  high  prices  then  current  for  feeding 
stuffs  generally.  Ck)m,  oats,  and  cotton  seed  cake  and 
meal  ruled  at  very  high  prices  towards  the  end  of  1917 
for  various  reasons.  The  question  arose  whether  it  would 
be  wise  to  attempt  to  force  down  the  price  of  mill  feed 
in  view  of  the  high  prices  of  competing  feedstuffs  and 
the  scanty  supply  of  mill  feed  resulting  from  the  short 
wheat  crop.  Of  course,  any  reduction  in  feed  prices 
would  tend,  pro  tanto,  to  increase  flour  prices.  After 
much  deliberation  it  was  finally  decided  to  issue  rules 
(promulgated  by  the  Milling  Division,  December  18, 
1917)  fixing  miJYiTniiTn  prices  for  mill  feeds.  These 
prices  were  to  be  calculated  by  each  mill  and  were  based 
definitely  upon  the  cost  of  wheat  at  the  mill  door;  the 
maximum  wholesale  price  per  ton  for  bran,  in  car  lots 
bulk  at  mill,  was  set  at  38  per  cent  of  the  average  cost  to 
the  mill  of  a  ton  of  wheat,  as  calculated  from  the  prices 
paid  during  the  previous  month;  fixed  differentials 
based  on  the  bran  price  were  established  for  the  other 
mill  feeds. 

This  attempt  to  control  feed  prices  proved  largely 
ab(Hrtive.    To  begin  with,  the  Milling  Division  specifi- 
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cally  exempted  outstanding  feed  contracts  firom  the 
operation  of  the  rule,  which  ther^ore  did  not  become 
^ective  as  to  prohibition  upon  shipments  at  the  old 
prices  until  a  period  of  time  had  elapsed  (from  two  to 
six  months,  as  it  proved)  sufficient  for  the  mills  to  comr 
plete  the  fulfillment  of  existing  contracts.  No  adequate 
reason  has  been  given,  nor  is  any  forthcoming,  why  out- 
standing feed  contracts  should  have  been  exempted 
from  the  operation  of  the  rule  as  promulgated;  espe- 
cially since  on  the  very  same  day  a  rule  was  annoimced 
which  required  the  cancellation  of  a  very  considerable 
proportion  of  the  outstanding  flour  contracts.  In  the 
second  place,  the  38  per  cent  rule  referred  only  to  bulk 
prices  in  car  lots,  whereas  many  mills  did  a  considerable 
feed  jobbing  and  even  retail  business,  especially  those 
in  the  coimtry  districts.  Higher  prices  were  charged 
for  feed  sold  on  a  jobbing  or  retail  basis  and  the  permis- 
sable  margins  for  this  type  of  service  were  very  inexactly 
defined  or  understood.  The  addition  of  the  cost  of  sacks 
increased  the  average  price  of  feed  by  four  or  five  dollars 
a  ton.  Again,  very  little  attempt  was  made  to  control 
the  activities  of  the  feed  jobbers;  in  the  natiu^  of  the 
case  it  was  difficult  to  bring  them  under  effective  r^u- 
lation.  The  Milling  Divi^on  regarded  them  as  beyond 
its  province  and  the  other  regulating  agencies  of  the 
Food  Administration,  with  the  exception  of  the  state 
Food  Administrators,  were  slow  to  develop  the  ma- 
chinery of  control.  In  the  face  of  the  blighted  com  crop 
of  1917  and  the  almost  complete  breakdown  in  railroad 
service,  feed  dealers  could  get  almost  any  prices  they 
asked  dining  the  winter  of  1917-18.  Consequently 
complaint  of  "  profiteering ''  was  very  general,  espe- 
cially in  the  wheat  growing  regions,  where  the  farmers 
felt  aggrieved  because,  while  the  price  of  wheat  had 
been  reduced  from  the  high  quotations  prevailing  dur- 
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mg  the  summer  of  1917  by  the  action  of  the  Food  Ad- 
mmifltnticm,  mill  feed  prices  had  remained  hig^  and  in 
many  cases  had  increased,  even  after  the  issue  of  the 
38  per  cent  rule.  There  was  also  complaint  on  the  part 
of  those  mills  which  did  keep  within  the  38  per  cent  rule 
against  those  which  did  not;  western  feed  was  fre- 
quentiy  sdling  in  eastern  maikets  at  higher  prices  than 
the  superior  local  product.  It  was  not  until  towards  the 
end  of  the  winter  that  the  Food  Administration  took  any 
adequate  action  to  restrain  profiteering  in  feeds.  The 
Enf<»pcanent  Division  (presently  to  be  described)  was 
able  to  do  some  ^ective  work,  especially  in  the  South- 
west, where  conditions  had  been  particularly  bad,  and 
oonsidenU>le  improvement  was  brou^t  about  through 
oodperative  action  by  millers,  jobbers,  state  Food  Ad- 
ministrators and  other  interested  parties.  The  diffi- 
culties of  the  situation  were  admittedly  very  great,  but 
on  the  whole  the  Food  Administration  cannot  be 
credited  with  conspicuous  success  in  its  handling  of  the 
mill  feed  problem. 

XV 

Coincidently  with  the  issue  of  the  38  per  cent  feed 
price  rule,  the  Milling  Division  promulgated  a  new  rule 
governing  the  ratio  of  extraction  of  flour  and  feed.  The 
September  and  October  reports  of  the  agreement  mills 
had  shown  a  prodigal  use  of  wheat  per  barrel  of  flour 
produced;  too  much  feed  and  too  little  flour  were  being 
made  from  a  given  amount  of  wheat.  The  reason  was 
that  the  mills  were  making  a  relatively  large  proportion 
of  expensive  ''  high  patent "  flours  which  yield  a  large 
amount  of  offal  as  compared  with  the  cheaper  grades 
of  "  straight "  flour.  By  the  new  rule  the  amoimt  of 
wheat  that  might  be  used  in  making  a  barrel  (196 
pounds)  of  flour  was  reduced  from  a  maximum  of  285 
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pounds  for  the  better  grades,  as  originally  established,^ 
to  a  maxiTnum  of  264  pounds  for  the  same  grades,  with 
appropriate  differentials  for  the  lower  grades  —  a  rate 
of  flour  extraction  equivalent  to  74  per  cent.  This  was 
avowedly  a  measure  for  conservation;  the  original 
maximum  of  285  pounds,  adopted  in  August,  was,  per- 
haps, the  best  that  could  have  been  fixed  at  the  time. 
The  great  variation  in  character  of  mechanical  equip- 
ment and  milling  skill  between  different  mills  made  it 
impossible  to  insist  at  the  outset  upon  more  rigid 
standards  of  extraction.  But  the  Milling  Division  had 
in  the  meantime  systematically  lU'ged  and  taught  the 
backward  mills,  by  appropriate  descriptive  matter,  blue 
prints,  and  the  like,  and  through  a  staff  of  mechanical 
experts,  so  to  improve  their  standards  that  the  effective- 
ness of  the  entire  industry  was  brought  measurably  up 
towards  the  best  practice  —  another  notable  achieve- 
ment. It  was  only  with  the  progressive  improvement 
in  mechanical  equipment,  which  was  thus  stimulated, 
and  the  increasing  realization  by  the  millers  generally 
of  the  need  of  regulation  and  their  increasing  willingness 
to  cooperate,  that  the  264  pound  rate  became  possible. 
Under  this  regulation  the  amoimt  of  wheat  used  per 
barrel  of  floiu'  was  greatly  reduced. 

Of  greater  significance,  perhaps,  than  the  increased 
rate  of  extraction  was  the  prohibition  imposed  by  this 
same  rule  upon  the  separation  of  flour  into  several 
grades  —  patents,  clears,  straights,  etc.  After  the 
effective  date  of  the  rule  (December  25, 1917)  not  more 
than  5  per  cent  of  "  low  grade  "  might  be  removed  from 
the  floiu'  as  groimd ;  the  remaining  95  per  cent  had  to  be 
sold  as  a  uniform  ''  straight "  floiu'.'    Of  coiu^se,  this 

1  See  pace  10. 

*  This  WM  one  of  the  meaeuree  which  Mr.  Hoover  had  advoeated  from  the  first;  the 
other  was  the  eetablishxnent  of  a  fixed  operating  differential  to  include  miUen'  oosta  and 
profits. 
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played  havoc  with  established  brands,  since  the  product 
of  all  mills  was  now  placed  upon  a  basis  of  uniformity, 
except,  of  course,  as  they  used  different  kinds  of  wheat 
and  could  conunand  varying  grades  of  milling  skill. 
However,  it  inunensely  simplified  the  problem  of  price 
regulation,  since  a  standard  flour  now  replaced  the 
multii^city  of  grades  and  brands  which  had  formerly 
baffled  attempts  at  direct  price  control.^  Thus  the  way 
was  passed  for  the  next  forward  step  in  the  technique  of 
food  administration  in  the  milling  industry. 

XVI 

This  was  not  to  come  at  once,  however.  Further 
experience  was  necessary  under  the  ''  cost  plus '' 
method  of  price  r^ulation,  and  to  this  we  must  now 
give  attention. 

Towards  the  end  of  1917,  many  mills  foimd  them- 
sdves  in  possession  of  profits  considerably  in  excess  of 
the  allowable  maximum  of  twenty-five  cents  per  barrel. 
Some  had  already  even  exceeded  this  rate  on  their  entire 
accountable  allotment  for  the  entire  season.  This  situa- 
tion raised  the  question  of  the  proper  interpretation  of 
the  profits  rule.  Did  twenty-five  cents  per  barrel  maxi- 
mum profit  mean  twenty-five  cents  per  barrel  in  each 
month,  or  twenty-five  cents  per  barrel  figured  on  the 
whole  season's  operations  ?  At  the  outset  the  Food  Ad- 
ministration took  the  view  that  if  in  any  one  month  the 
profits  of  an  individual  mill  were  in  excess  of  twenty- 
five  cents  per  barrel,  its  selling  price  should  be  forthwith 
reduced  so  as  to  bring  its  current  profits  within  the 
twenty-five-cent  maximum;  profits  in  excess  of  this 
figure  were  not  to  be  accumulated  in  the  earlier  months 

1  SdbMqiHBtljr  (ftboot  M«nh  1, 1018)  evan  the  lepuation  of  the  5  per  cent  of  low 
ia«  prohibitad.    Thareaftcr  all  flour  mMle  was  required  to  be  100  per  eent 
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against  decreased  profits  or  possible  losses  expected  to 
occur  in  subsequent  months.  However,  the  concentrsr 
tion  of  the  period  of  maxiTnum  grinding  within  the  first 
foiu*  or  five  months  of  Food  Administration  control 
indicated  that  profits  would  perhaps  be  very  meager  in 
the  lean  months  to  come.^  In  other  words  the  milling 
industry,  always  a  seasonal  business,  was  unusually 
compressed  during  this  year.  So  great,  moreover,  was 
the  variation  in  rate  of  milling  activity  and,  therefore 
in  costs  and  profits,  from  month  to  month  for  individual 
mills,  that  the  Food  Administration  was  forced  to  the 
conclusion  that  the  profit  limitation  could  not  be  applied 
strictly  to  each  individual  month  or  to  any  short  period. 
Meanwhile  the  position  was  being  strengthened  of  those 
who  maintained  that  the  limitation  of  profits  to  twenty- 
five  cents  per  barrel  was  equivalent  to  a  virtual  guaran- 
tee of  twenty-five  cents  per  barrel  as  a  minimum  return. 

xvn 

Any  method  of  regulating  the  price  of  floiu*  upon 
the  basis  of  cost  plus  stipulated  or  maximum  profit  is 
predicated  upon  a  thoro  audit  of  millers'  costs.  Partly 
to  perform  this  function  and  partly  for  other  reasons, 
the  Milling  Division  established  at  its  headquarters  in 
New  York  an  auditing  department.  The  task,  ob- 
viously, was  a  large  and  difficult  one.  The  duties  of  the 
department  were  confined  at  first  to  checking  the 
monthly  cost  reports,  at  the  New  York  office,  as  r^^ards 
clerical  correspondencies  and  discrepancies.  Its  en- 
ergies were  also  devoted  in  part  to  working  out  a  system 
of  flour  mill  accoimting  designed  primarily  for  the  use 
of  small  mills  and  reconmiending  its  adoption  by  the 

1  Over  60  per  cent  of  the  toUl  flour  output  of  the  United  StatM  for  the  MMon  July  1, 
1917,  to  June  80, 1918,  was  produoed  in  the  five  months,  September,  Oetober,  Novemi- 
ber,  December,  January. 
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trade  (an  important  reform  measure,  it  may  be  added), 
and  to  exorcising  a  general  suporision  over  the  report- 
ing mills  by  correspondence.  This  was  useful  work  and 
accomplished  some  positive  results.  Little  or  no  actual 
field  woric  or  effective  check  on  loose  or  dishonest  prac- 
tices was  attanpted,  however.  The  Milling  Division 
took  the  view  that  it  was  not  its  business  to  police  the 
industry  and  that  to  discipline  millers  or  attempt  any* 
thing  of  the  sort  would  perhaps  defeat  that  spirit  of 
voluntary  cooperation  which  it  was  anxious  to  develop. 
It  declined  to  avail  itself  of  the  facilities  for  independ- 
ent auditing  offered  by  the  Federal  Trade  Commission, 
Towards  the  end  of  the  winter  the  various  divisional 
offices  of  the  Milling  Division,  one  in  each  of  the  nine 
milling  centers  of  the  United  States,  employed  a  limited 
number  of  inspectors  and  accountants  to  visit  the  mills, 
check  their  yields,  and  assist  them  in  their  accounting 
problems. 

Not  a  few  millers  took  advantage  of  the  situation  and 
loaded  their  cost  reports  with  improper  items.  Some 
came  to  believe  that  they  would  never  be  investigated 
or  molested  if  they  should  pad  their  cost  reports.  Such 
items  as  new  construction  and  equipment,  largely  in- 
creased salaries  to  officers  (in  some  cases  made  retro- 
active to  include  a  fiscal  period  closed  before  the 
beginning  of  Food  Administration  control),  bad  debts  of 
ancient  standing,  excessive  depreciation  charges,  losses 
on  miscellaneous  outside  investments,  etc.,  were  added 
to  current  costs  of  production  and  so  charged  to  the 
consuming  public.  Under  the  conditions  of  demand 
which  then  existed  prices  inflated  in  this  way  could 
easily  be  obtained  for  the  flour;  in  fact,  flour  could  be 
sold  for  almost  any  price,  limited  only  by  the  flexibility 
of  the  sdler's  consdoice. 
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XVIII 

A  not  infrequent  method  of  evading  the  spirit  of  the 
agreement  was  that  of  setting  up  a  "  jobbing  depart- 
ment/' selling  the  whole  output  of  the  mill  or  a  large 
part  of  it  to  the  jobbing  department  at  a  profit  within 
the  twenty-five  cents  per  barrel  rule,  and  then  getting 
all  the  additional  profit  possible  from  so-called  jobbing 
operations,  limited  only  by  the  more  liberal  jobbing 
regulations,  which  authorized  profit  margins  varying 
from  twenty-five  cents  to  seventy-five  cents  per  barrel, 
according  to  the  nature  of  the  service  performed.  Out 
of  some  1500  mills  reporting  their  costs  to  the  Food 
Administration  under  the  voluntary  agreement  439  had 
separate  jobbing  departments  on  Jime  18,  1918.  In 
many  cases  these  jobbing  departments  were  new  crea- 
tions, designed  to  cover  up  profits  in  excess  of  the  allow- 
able maTcimum.  It  was  an  imdoubted  weakness  in  the 
rules  which  permitted  and  perhaps  even  suggested  the 
creation  of  these  bogus  jobbing  departments. 

On  the  other  hand  it  must  be  recognized  that  many 
mills  which  had  regularly  done  some  jobbing  and  retail- 
ing did  not  take  advantage  of  the  permission  to  s^re- 
gate  their  jobbing  business  from  their  merchant  milling 
operations.  Indeed,  it  had  even  been  hoped  and  ex- 
pected that  the  larger  mills  which  had  segr^ated  their 
jobbing  business  in  the  past  would,  for  Food  Adminis- 
tration purposes,  consolidate  their  manufacturing  and 
selling  costs  imder  a  single  return  and  not  take  a  jobbing 
profit  in  addition  to  their  milling  profit.  A  mftT-iTmim 
profit  of  twenty-five  cents  per  barrel  was  considered 
ample  return  upon  the  entire  business  of  such  concerns 
—  jobbing  and  merchant  milling  combined.  Many  of 
the  very  large  mills  did,  in  fact,  consolidate  their  milling 
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and  jobbing  returns,  especially  the  Minneapolis  mills 
which  operate  extensive  distributmg  warehouses.  Not 
80  many  mills  agreed  to  handle  their  business  in  this 
manner,  however,  as  had  been  hoped. 

XEX 

The  effective  control  of  this  and  other  kinds  of  abuses 
was  hindered  by  some  shifting  of  jurisdiction  between 
the  Food  Administration  offices  at  Washington  and  the 
Milling  Division  headquarters  at  New  York,  and  per- 
hape  by  the  fact  that  the  Milling  Division  itself  was 
administered  by  millers  engaged  in  active  business 
(^lerations  and  having  the  point  of  view  of  private  inter- 
est raUier  than  that  of  the  imfettered  public  official.  In 
November,  1917,  the  Food  Administration  established 
an  Enforcement  Division  at  Washington  whose  duty 
was  to  see  that  the  regulations  of  the  Food  Administra- 
tion were  enforced.  The  difficulties  of  this  task  were 
admittedly  very  great;  the  inspection  of  the  millers' 
monthly  cost  reports  was  for  some  time  confined  to  a 
mere  statistical  examination  and  audit,  without  serious 
inquiry  into  the  imderlying  facts.  In  this  matter,  as  in 
all  the  problems  of  regulation,  the  nature  of  the  ta^ 
became  apparent  only  with  experience;  the  best  mode 
of  dealing  with  the  situation  could  only  be  developed 
gradually. 

In  February  the  activities  of  the  Enforcement  Divi- 
sion were  extended  to  the  flour  milling  and  flour  jobbing 
regulations.  A  widespread  inquiry  was  made  as  to  the 
methods  followed  by  the  millers  in  the  preparation  of 
monthly  cost  reports  and  many  cases  of  irregu- 
and  some  of  fraud  were  detected.  Largely  as  a 
result  of  these  investigations  a  marked  reform  was 
brougjit  about:  the  millers  in  general  responded  will- 
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ingly  to  the  new  and  more  careful  methods  of  regulation 
initiated  by  the  Enforcement  Division.  For  tiie  pur- 
pose of  getting  comprehensive  and  fairly  detailed  infor- 
mation all  mills  of  a  daily  capacity  of  75  barrels  and  over 
were  required  to  submit  a  consolidated  statement  cover- 
ing the  operations  of  the  first  seven  months  of  operations 
under  Food  Administration  control — September,  1917, 
to  March,  1018.  This  was  followed  by  a  similar  con- 
solidated report  on  the  three  months,  April,  May,  Jime, 
1018 — thus  completing  the  portion  of  the  season's  busi- 
ness for  1017-18  coming  within  the  period  of  control. 
These  statements  followed  closely  the  general  form  of 
the  original  monthly  cost  reports,  with  the  addition  of  a 
certain  amoimt  of  itemization  deemed  essential,  e.  g., 
imder  the  captions:  milling  eiqpense,  selling  expense, 
general  expense,  reserves,  jobbing  business,  etc.  At  the 
same  time  definite  instructions  ^  were  issued  designed 
to  clarify  the  whole  accoimting  problem  and  indicating 
the  basis  of  profit  determination  to  be  followed  in  the 
settlement  of  the  year's  accoimts  between  the  millers 
and  the  Food  Administration.  Millers  were  permitted 
to  correct  in  the  consolidated  statements  errors  and  mis- 
statements which  had  appeared  in  the  earlier  monthly 
reports,  without  prejudice. 

Those  mills,  relatively  a  small  per  cent  of  the  total 
number,  whose  reports  indicated  that  their  profits  on 
the  season's  business  had  been  in  excess  of  the  maxi- 
miun  allowable  rate  of  twenty-five  cents  per  barrel, 
were  required  to  give  up  their  excess  gains,  either  by  the 
sale  of  flour,  to  the  government  at  a  nominal  price,  or 
by  setting  up  an  equivalent  credit  to  the  government's 
purchasing  agencies  on  their  books.  The  Enforcement 
Division  also  imdertook  a  thoro-going  audit  of  the 
accounts  of  many  of  the  larger  mills;   a  considerable 

1  Millinc  Dividon  Cinnilar  No.  1810,  M«y  15,  1918. 
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number  of  millsy  on  their  own  initiative^  called  in  the 
Borvioes  of  auditors  and  chartered  accountants  in  the 
preparation  of  the  consolidated  statements.  The  oppor- 
tunity to  remodel  their  statements  was  availed  of  in 
good  faith  in  most  cases,  and  served  to  bring  about  a 
general  conformity  to  the  spirit  of  the  r^^lations  withr 
out  resort  to  stringent  measures.  The  number  of  cases 
of  positive  deception  or  deliberate  profiteering  proved, 
m  the  end,  to  be  relatively  smalL 


One  of  the  most  troublesome  questions  in  the  whole 
problem  of  profit  regulation  and  one  which  occasioned 
a  great  deal  of  discussion  and  much  misunderstanding 
concerned  the  method  of  handling  the  items  of  income 
tax  and  excess  profits  tax  in  the  millers'  monthly  cost 
reports.  Through  the  representations  of  overzealous 
members  of  the  Milling  Division  in  August  and  Septem- 
ber, 1917,  many  mills  were  induced  to  enter  the  volim- 
tary  agreement  with  the  imderstanding  that  the  profit 
limitation  of  twenty-five  cents  per  barrel  meant  that 
they  would  be  permitted  to  make  twenty-five  cents  per 
barrel  net  after  all  deductions,  including  taxes.  In 
November  the  Food  Administration  through  the  Mill- 
ing Division  issued  apositive  declaration  to  thecontrary, 
so  far  at  least  as  the  excess  profits  tax  was  concerned. 
None  the  less  the  idea  of  a  net  divisible  profit  of  twenty- 
five  cents  per  barrel  persisted  and  many  mills,  includ- 
ing some  of  the  largest,  charged  in  their  monthly  cost 
reports  as  expense  items  against  current  costs  of  pro- 
duction reserves  set  up  in  anticipation  of  excess  profits 
tax  payments. 

The  act  by  which  the  excess  profits  tax  was  imposed 
was  enacted  on  October  3,  1017,  very  shortly  after  the 
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milling  regulations  had  been  instituted.  Few  persons 
were  at  once  aware  of  the  significance  and  importance 
of  this  tax.  Altho  the  earlier  act  of  March,  1917,  conr 
tained  an  excess  profits  tax,  that  in  the  later  law  was 
much  more  far-reaching.  It  was  inevitable  that  adjust- 
ment to  it  should  be  difficult  and  that  unexpected 
problems  should  arise. 

Under  the  legislation  of  October,  1017,  the  procedure 
as  to  allowing  excess  profits  taxes  and  income  taxes  also 
to  be  charged  against  cost  of  production  in  the  accoimts 
of  mills  would  seem,  as  a  matter  of  principle,  to  be  clear. 
Excess  profits  and  income  taxes  are  to  be  regarded  not 
as  items  of  expense  —  not  as  charges  which  are  expected 
to  be  passed  on  to  the  consumer  —  but  as  taxes  to  be 
paid  out  of  the  earnings  and  incomes  of  those  on  whom 
they  are  directly  levied.  In  other  words,  all  such  taxes 
should  come  out  of  income  and  should  operate  as  deduc- 
tions from  income.  The  Food  Administration,  even  tho 
it  limited  the  profits  of  millers  to  a  maximum  of  twenty- 
five  cents  per  barrel,  in  consistency  was  obliged  to  hold 
that  the  profits  were  taxable  like  other  producers'  net 
earnings. 

Nevertheless,  there  were  unexpected  and  unequal 
results  from  the  application  of  this  principle,  especially 
as  regards  the  taxes  on  excess  profits.  They  ensued 
more  particularly  from  the  circmnstance  that  the  tax- 
able year  for  which  the  mills  made  their  tax  returns  were 
not  imiform.  Many  mills  made  retiuns  for  the  calendar 
year  1917;  some  for  a  fiscal  year  running  from  July  1, 
1917,  to  Jime  30,  1918;  others  for  a  fiscal  year  from 
September  1,  1917,  to  August  31,  1918,  and  so  on.  A 
mill  which  made  its  return  for  the  calendar  year  might 
easily  be  in  a  position  —  and  this  happened  for  a  con- 
siderable niunber  —  in  which  the  whole  of  its  net  eamr 
ings  after  September  10,  1917,  became  subject  to  a  tax 
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ci  60  per  cent.  This  high  rate  of  tax  became  applicable 
if  during  the  earlier  part  of  the  year,  before  September 
10,  its  isrofits  had  been  over  33i  per  cent  upon  its  in- 
vested capital;  since  under  the  provision  of  the  Act  of 
October  3, 1917,  all  earnings  in  excess  of  33i  per  cent  on 
caiHtal  became  subject  to  a  tax  of  60  per  cent.  Many 
mills  had  made  such  large  profits  dining  the  earlier  part 
of  the  year  that  their  ensuing  profits  became  taxable  at 
this  hij^  rate.  At  the  same  time,  dining  the  period 
after  September  10, 1917,  the  profits  of  the  mill(s)  were 
restricted,  bdng  subject  to  the  r^ulation  by  which  they 
were  not  to  exceed  twenty-five  cents  per  barrel,  and  it 
was  these  ''  restricted ''  profits  that  became  taxable  at 
the  60  per  cent  rate.  As  compared  with  a  mill  in  this 
position,  another  whose  taxable  year  was  not  the  cal- 
endar year,  but  ended  on  Jime  30,  1918,  or  August  31, 
1918,  might  be  taxed  lightly  upon  its  profits  earned 
during  the  period  of  regulation.  Such  a  mill  would  pay 
a  rate  of  tax  based  upon  its  earnings  for  the  taxable 
year  1917-18,  presumably  kept  within  moderate  boimds 
by  the  regulations  of  the  Food  Administration,  and 
therefore  presumably  taxed  at  a  low  rate. 

Other  unexpected  and  apparently  inequitable  results 
oisued  from  the  operation  of  the  excess  profits  tax  law. 
Some  were  connected  with  the  different  rate  of  capitali- 
zation of  different  mills,  due  to  their  varied  history  (in 
the  past).  These  brought  it  about  that  mills  with  low 
capitalization  were  generally  more  heavily  taxed  than 
mills  with  high  capitalization.  Certain  mills  again, 
unlike  the  majority  (  ?),  had  made  small  profits  during 
the  first  half  of  1917  and,  having  been  assigned  a  heavy 
grind  in  the  autumn  of  that  year,  made  larger  profits 
during  the  food  regulation  period,  with  a  consequent 
tax  rate  different  from  that  of  their  competitors. 
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ThiB  whole  problem  of  the  incidence  of  the  excess 
profits  tax  and  income  tax  was  referred  by  Mr.  Hoover 
to  a  commission  headed  by  Professor  F.  W.  Taussig, 
appointed  in  March,  1018,  to  consider  some  of  the  prob- 
l^ois  of  regulation  of  the  milling  industry  and  to  make 
suggestions  for  improvements  in  the  regulations  already 
issued  and  for  the  recasting  of  the  whole  method  of  regu- 
lation for  the  crop  year  beginning  July  1,  1918.  This 
commission  gave  much  attention  to  the  question  raised 
by  the  interposition  of  the  excess  profits  tax  upon  the 
milling  r^ulations  issued  by  the  Food  Administration. 
It  was  impressed  by  the  inequalities  resulting  from  the 
rigid  application  of  the  Food  Administration's  an- 
noimced  intention  not  to  recognize  excess  profits  tax 
payments  as  items  properly  chargeable  against  costs  of 
production  by  the  mills  in  their  accounts  with  the 
government,  but  it  felt  itself  unable  to  attempt  to  re- 
adjust these  conditions  or  to  bring  about  identity  of 
treatment  for  the  different  mills.  It  therefore  reported 
that  excess  profits  taxes,  and  income  taxes  also,  should 
not  be  regarded  as  items  of  expense  but  as  public  levies 
which  must  come  out  of  the  profits  of  producers,  as  had 
been  the  normal  case  with  all  such  taxes.  The  Food 
Administration  acted  promptly  upon  this  recommenda- 
tion and  on  May  15,  1918,  announced  to  the  trade  that 
these  taxes  must  be  borne  by  the  producers  and  not 
charged  to  the  pubUc.  In  one  respect,  however,  the 
discussions  before  this  commission  of  inquiry  brought 
about  a  modification  and  readjustment  in  the  operation 
of  the  excess  profits  tax.  As  has  already  been  explained, 
many  mills  made  profits  larger  than  the  allowable 
maximum  dining  the  closing  months  of  1917  because 
of  the  rush  of  grinding  operations  at  that  time.  These 
large  profits,  in  excess  of  twenty-five  cents  per  barrel, 
were  necessarily  treated  by  the  Food  Administration 
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as  "  paper  profits '';  since,  if  maintained  through  the 
season,  L  e.,  until  June  30, 1918,  they  became  subject  to 
refund  in  one  of  the  forms  afaready  indicated.  It  was 
possible,  however,  that  the  Treasury  Department  would 
consider  the  profits  made  during  this  period  as  taxable 
to  their  full  esctent,  irrespective  of  the  circmnstance  that 
the  Food  Administration  would  compel  mills  to  cut 
th^n  down  sooner  or  later.  As  a  result,  however,  of 
conferences  between  1^^  representatives  of  the  Food 
Administration  and  of  the  Treasury  Department,  an 
Arrangement  was  made  by  which  these  '^  paper  profits '' 
(in  excess  of  twenty-five  cents  per  barrel)  were  con- 
sidered as  not  necessarily  part  of  the  taxable  income  of 
the  mills,  but  as  subject  to  readjustment  and  abate- 
ment after  proper  verification  and  certification  by  the 
Food  Administration,  subject  to  suitable  regulations  by 
the  Treasury  Department. 


XXI 

The  results  of  the  year's  milling  operations  imder  the 
eofi  plus  method  of  regulation,  while  as  satisfactory, 
perhaps,  as  could  have  been  expected,  indicated  abun- 
dant opportunity  for  improvement.  It  was  possible  to 
Formulate  new  plans  of  regulation  with  greater  confi- 
dence because  of  the  circumstance  that  the  minimum 
price  to  the  producers  for  wheat  of  the  1018  crop  was 
a  matter  of  formal  government  guaranty — a  feature 
entirely  lacking  in  the  1017-18  program.  To  this  fimda- 
mental  measure  the  entire  food  program,  so  far  as  wheat 
and  flour  were  concerned,  could  be  adjusted. 

The  probability  of  a  continuance  of  the  war  for  at 
least  another  twdve  months  made  it  prudent  to  enforce 
a  continuing  measure  of  conservation  of  wheat  flour  in 
the  United  States  during  the  crop  year  1018-10,  in  spite 
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of  the  increasing  stocks  of  wheat  in  Australia  and  the 
Argentine  and  the  very  large  prospective  crop  in  this 
coimtry  in  1018.  This  implied  a  continuing  limitation 
upon  competition  in  the  manufacture  and  sale  of  flour. 
The  large  and  fairly  evenly  distributed  wheat  crop, 
taken  in  conjimction  with  the  fact  that  the  functions 
of  the  Grain  Corporation  became  somewhat  different 
under  the  price  guaranty  arrangement,  made  it  practi- 
cable to  relax  somewhat  the  restrictions  upon  the  grain 
trade  and  to  allow  a  wider  range  of  competition  there 
than  had  been  possible  with  the  short  crop  of  1917. 

It  is  beyond  the  scope  of  this  paper  to  enter  upon  a 
detailed  exposition  of  the  new  arrangements  which 
became  effective  in  July,  1918.  Suffice  it  to  say  that 
the  Grain  Corporation  announced  a  schedule  of  wheat 
prices  which  it  was  prepared  to  pay  at  the  principal  ter- 
minal markets,  based  upon  the  minimum  government 
guaranty  of  $2.00  to  the  farmer,^  so  arranged  that  the 
producers  in  the  least  advantageously  situated  districts 
could  realize  approximately  $2.00  per  bushel  for  their 
wheat  at  country  shipping  points.  The  control  by  the 
Grain  Corporation  of  coimtry  elevators,  as  to  retention 
and  diversion  of  shipments,^  was  relinquished  and  ship- 
pers were  permitted  to  sell  to  whom  they  would.  The 
mills  were  also  allowed  to  buy  from  whom  they  pleased 
and  to  pay  any  price  they  pleased ;  of  course,  the  lower 
range  of  competitive  bidding  was  established  by  the 
offer  of  the  Grain  Corporation  to  pay  at  least  the  gov- 
ernment guaranteed  minimum.  As  a  matter  of  fact, 
removing  the  fetters  from  the  free  play  of  conunercial 
initiative  led  to  a  premiimi  of  several  cents  per  bushel 
over  the  government  minimum  being  paid  for  wheat 
during  the  early  weeks  of  the  new  crop  movement,  in 

>  The  ffovemmeot  guarantee  then  was  $2.00;  the  President  by  prooUmation  snb- 
aequently  made  the  figure  $2.20. 

«  See  page  18. 
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spite  of  a  movement  the  sice  and  rapidity  of  which 
Iffoke  all  records. 

The  principal  limitations  placed  upon  the  mills  af- 
fected the  prices  which  they  might  charge  for  their 
products,  the  quantity  of  wheat  which  might  be  used 
in  making  a  given  quantity  of  flour,  and  the  kind  of  flour 
which  might  be  made.  The  Food  Administration  had 
got  over  its  scruples  concerning  its  own  powers  as  to 
price-fixing  and  imposed  upon  the  mills  a  fixed  operating 
differential  or  margin  —  a  figure  by  which  the  combined 
prices  of  Sour  and  feed  might  not  exceed  the  price 
(reckoned  on  the  government  purchasing  basis)  of  an 
equivalent  amoimt  of  wheat.  The  ratio  of  extraction 
was  continued  at  74  per  cent  (i.  e.,  4.4  bushels  of  wheat 
per  barrel  of  flour),  and  the  differential  for  the  combined 
prices  of  a  barrel  of  flour  and  the  corresponding  amount 
of  offal  (about  68  poimds)  above  the  price  of  4.4  bushels 
of  wheat  was  set  at  $1.10.  In  other  words  the  differen- 
tial of  SI. 10  per  barrel  of  flour  included  costs  and  profits. 
Thus,  if  the  government  price  for  No.  1  Northern 
wheat  at  Minneapolis  were  set  at  $2.20  per  bushel,  the 
price  of  4.4  bushels  would  be  $9.68,  and  the  combined 
prices  of  flour  and  feed  at  the  mill  door  might  not 
exceed  $10.78;  further,  if  the  government  named  price 
for  mill  feed  (at  say  41  per  cent  of  the  price  of  wheat) 
averaged  $30.00  per  ton,  or  one  and  one-half  cents  per 
pound,  at  that  point,  the  maximum  price  for  flour 
at  the  mill  door  would  be  $9.76.  These  regulations  were 
easy  to  police  since  prices  could  be  readily  checked 
by  the  reports  required  from  flour  jobbers  and  buyers. 
Furthermore,  they  were  compulsory;  there  was  no  ele- 
ment of  voluntary  agreement  in  them,  as  with  the  ar- 
rangements of  1917-18.  Hence  it  became  possible  to 
dispense  with  the  elaborate  and  expensive  machinery  of 
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the  Milling  Divisioiii  which  accordingly  went  out  of 
existence.  In  its  stead  a  milling  section,  with  a  rq>ie- 
sentative  miller  at  its  head,  was  established  in  the  new 
Cereal  Division,  of  which  the  Grain  CJorporation  also 
became  a  part. 

It  is  too  early  yet  to  form  any  conclusion  as  to  the 
efiScacy  of  the  new  plan  of  regulation,  but  at  this  writing 
(August,  1018)  it  seems  to  be  working  well.  There  has 
been  very  little,  if  any,  complaint  as  to  inability  of 
farmers  to  secure  the  full  guaranteed  minimum  price 
which  the  Grain  Corporation  stands  ready  to  maintain 
at  all  times  and  in  almost  all  places.  If,  through  lack  of 
competitive  bidding  at  local  points,  farmers  fail  to 
secure  the  full  government  price,  the  Grain  Corporar 
tion  will  accept  direct  consignments,  paying  the  shipper 
at  least  S2.00  per  bushel  f.  o.  b.  shipping  point,  less 
conmiission.  The  fixed  differential  mode  of  controlUng 
the  price  of  flour  has  the  advantage  of  simplicity;  it  is 
easily  understood  in  general  principle;  it  definitely  es- 
tablishes maximum  prices.  Its  application  was  possible 
only  with  the  &xed  base  price  of  wheat  to  the  producer 
and  the  requirement  of  a  uniform  grade  of  100  per  cent 
straight  flour;  ^  the  6xed  wheat  price  became  the  datum 
point  from  which  the  prices  of  flour  and  feed  could  be 
reckoned;  imder  the ''  100  per  cent  straight "  rule ''  flour 
is  flour,"  while  before  this  requirement  there  were  as 
many  different  grades  as  there  were  mills.* 

SUMMABY  AND  CRITICAL  ESTDiATE  OF  ReSULTB 

Broadly  speaking,  the  problems  of  the  Food  Adminis- 
tration at  the  outset  of  its  career  in  the  regulation  of  the 
wheat  and  flour  trade  were :  (1)  to  attain  price  stability, 
for  the  protection  of  both  producer  and  consumer;  (2) 

1  See  x)age  46.  >  See  pac«  44. 
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to  enforce  conservation,  in  order  both  to  guard  necessary 
supplies  for  home  consumption  and  to  save  for  export; 
and  (3)  to  distribute  the  available  wheat  to  the  mills 
80  as  to  maintain  relative  equality  among  them  and 
secure  their  milling  codperation.  How  far  did  the  Food 
Administration  realize  its  aims  in  meeting  these  prob- 
lems in  the  crop  year,  1917-18  ? 

XXII 

1.  The  stabilisation  of  wheat  and  flour  prices  speaks 
for  itself.  It  is  a  matter  of  record  and  represents  an 
achievement  of  the  first  importance.  The  efforts  of  the 
Food  Administration  to  control  and  eliminate  specula- 
tion in  wheat  and  its  products  may  be  said  to  have  been 
ahnoet  completely  successful.  The  graui  exchanges  at 
cfDce  camfiXbed  with  the  request  to  suspend  dealings  in 
wheat  futures;  the  spot  market  practically  disappeared 
under  a  system  where  the  mills  did  all  their  buying  in 
tenninal  markets  through  the  Grain  Corporation.  The 
licensing  of  all  elevators  and  mills  having  storage  f acili- 
tieSy  and  the  limitation  of  the  storage  period  to  thirty 
dtLjBj  put  out  of  business  the  line  and  tenninal  elevator 
companies,  so  far  as  the  speculative  handling  of  wheat 
was  concerned.  More  effective  still  was  the  practically 
universal  agreement  entered  into  by  the  millers  not  to 
pay  for  wheat  a  price  in  excess  of  the  fair  price  adopted 
by  the  Food  Administration  for  government  purchases. 
This  fixed  the  upper  limit  for  prices  offered  by  domestic 
purchasers;  export  buying  was  confined  to  the  Wheat 
Export  Ck)mpany,  the  Grain  Corporation,  and  the  re- 
presentatives of  neutral  nations  —  all  acting  in  concert. 
There  was  no  place  for  price  speculation;  the  almost 
universal  control  by  the  Grain  Corporation  of  the 
movement  of  wheat  from  farm  to  mill  and  to  the  sea- 
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board  left  no  scope  for  speculative  activity;  it  simply 
became  an  imremmierative  business. 

Only  to  a  slightly  less  degree  did  the  Food  Adminis- 
tration succeed  in  eliminating  speculation  in  flomr.  All 
licensed  mills  (some  6000  in  total)  were  prohibited  from 
taking  orders  for  flour  more  than  thirty  days  in  advance 
of  shipment;  and  from  knowingly  selling  to  any  buyer 
such  quantities  of  flour  as  would  give  him  more  than 
enough  for  his  requirements  for  a  reasonable  period  of 
time  (defined  by  rule  as  thirty  days).  A  national  flour 
distributor  was  appointed,  who  got  the  flour  jobbers  in 
the  most  important  consuming  centers  to  agree  upon 
maximum  profit  margins,  based  upon  pre-war  standards. 
Fictitious  sales  between  a  number  of  brokers  or  oth^ 
intermediaries  in  the  distributive  chain,  and  resales 
within  the  trade  with  successive  price  enhancements, 
were  strictly  prohibited.  Altho  there  were  sporadic 
cases  of  violations  of  these  rules,  the  response  of  the 
trade  in  general  was  excellent,  and  flour  was  kept  mov- 
ing in  as  straight  and  direct  a  line  as  possible  between 
producer  and  consumer.  After  the  first  few  weeks  of 
Food  Administration  control  there  was  a  marked  reduc- 
tion in  the  price  of  flour  at  wholesale  and  this  reduction 
was  generally  reflected  in  retail  and  bakery  prices.  The 
mill  door  price  of  flour  at  Minneapolis  remained  fairly 
constant  at  a  figure  aroimd  $10.00  per  barrel  from  early 
in  November,  1917,  until  the  close  of  the  crop  year,  with 
a  tendency  downward  rather  than  upward. 

Of  coiu^e,  the  wisdom  of  the  whole  policy  of  price 
stabilization  may  be,  has  been,  questioned  by  some 
economists,  who  express  skepticism  as  to  its  practical 
utility  as  a  war  meas\u*e.  Without  entering  upon  a 
discussion  as  to  the  relative  efficacy  of  the  system  of 
price  variability  and  price  fixation  as  types  of  economic 
organization  in  war  time,  a  few  words  may  not  be  out  of 
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place  at  this  point  as  to  the  desirability  of  a  stabiliied 
maiket  in  the  wlieat  and  flour  trade  in  1917. 

Hie  case  against  price-fixing,  L  e.,  tibe  establishment 
of  Tnarifnimi  prices,  is  easQy  stated.^  It  is  urged  that  to 
fix  a  maximum  i»ice  for  a  c<Mnmodity  defeats,  or  at 
least  retards,  tibe  normal  equilibrium  ot  demand  and 
sui^ly;  that  by  fixing  the  un)er  limit  to  the  figure 
iriiich  the  producer  may  expect  far  his  goods,  produc- 
ikm  is,  pro  tanto,  checked  at  the  very  moment  when  it 
needs  to  be  stimulated.  Leave  the  market  alone,  let 
bujrers  pay  what  price  they  will,  and  tibe  price  of  the 
ccHnmodity  in  question  finds  its  natural  place  in  the 
whde  scheme  ot  prices  and  settles  at  that  point  which 
win  exactly  equate  the  supply  (or  production)  to  the 
demand,  as  measured  by  its  price  relative  to  all  oUier 
prices  whatsoever. 

The  matter  is  not  so  simple  as  this,  however.  The 
argument  assumes  a  degree  ot  flexibility  in  consumers' 
demand  schedules  and  in  the  organisation  of  jHtxiuction, 
as  little  in  accord  with  tibe  facts  as  is  tibe  tacit  impK- 
catkm  that  the  psychological  aspect  of  extreme  price 
variations  is  a  matt^  of  no  consequence  and  may  safely 
be  ignored.  Nor  is  it  necessarily  true  that,  once  a  policy 
of  price-fixing  is  embarked  upon  there  is  no  logical  stop- 
ping place  —  that  all  prices,  broadly  speaking,  must  be 
wc^ed  out  in  nice  adjustment  to  each  other.  A  more 
moderate  statement,  and  one  nearer  the  truth,  is  that 
all  interference  with  the  normal  operation  of  economic 
farces  is  to  be  recognized  as  an  evil  and  that  such  inter- 
ference should  jHtxseed  no  further  than  is  necessary  to 
attain  the  end  absolutely  required.  Each  case  must  be 
met  as  the  necessity  arises,  and  such  action  taken  as  the 
totality  ot  social  f<Mx^es  dictates. 

W.  C.Chtfk:  **  Shoold  MAaamna  Prices  be  Rxad  ?  **    BoOctai 
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However  all  this  may  be  as  to  price-fixing  in  general, 
it  should  be  emphasuEedi  in  order  to  prevent  further  mis- 
understanding, that  in  the  wheat  and  floiur  market  in 
1017,  the  normal  forces  influencing  the  price  syst^n  had 
utterly  broken  down.  The  complete  disruption  of  the 
channels  of  transportation  between  the  world's  more 
distant  wheat  fields  and  the  great  consuming  markets 
of  western  Europe,  a  regrettable  incident  of  the  war, 
had  thrown  upon  the  crops  and  markets  of  the  United 
States  and  Canada  the  burden  of  sustaining  the  whole 
impact  of  a  demand  for  breadstuffs  probably  unparal- 
leled in  modem  times.  It  was  a  burden  too  great  to  be 
sustained  and  the  American  marketing  system,  excellent 
tho  it  had  proved  itself  in  peace  times,  collapsed  undar 
the  strain.  It  was  absolutely  imperative  that  some 
new  and  stabilizing  organization  be  devised  to  take 
the  place,  temporarily,  of  this  broken-down  marketing 
machinery  and  that  some  price  be  established  which 
should  outlast  the  vicissitudes  of  a  single  month.  The 
new  wheat  crop  was  smaller  even  than  the  short  crop  of 
the  year  before,  the  visible  supply  was  at  the  vanishing 
point,  the  hedging  facilities  of  the  exchanges  offered  no 
real  protection  to  the  legitimate  trader,  the  supply  side 
of  the  market  was  helpless  and  disorganized,  while  the 
demand  side  was  leagued  into  two  powerful  organiza- 
tions as  represented  by  the  Wheat  Export  Company 
and  the  American  millers.  The  distributing  trades  were 
in  a  deplorable  state  of  speculation  occasioned  by  the 
extreme  price  fluctuations  of  the  spring  and  summer. 
Those  consumers  were  hoarding  flour  who  could  afford 
to,  while  those  who  could  not  were  clamoring  for  a  re- 
duction in  Uving  costs.  American  industry  was  passing 
through  a  series  of  strikes,  wage  disputes,  and  labor 
adjustments  which  seriously  threatened  to  impair  our 
whole  national  efficiency  in  prosecuting  the  war.    In 
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these  conditioDs  a  firm  inwBtence  that  «nmgAing  be 
done  to  restore  economic  order,  that  some  workable 
anmngement  be  devised  to  inqnre  confidence  and  quiet 
apprdiension  and  alarm,  was  of  far  greats  h^  to  the 
nation  than  an  attitude  oi  laissei  faire  could  possibly 
have  been. 

Another  phase  of  the  matto-  cannot  be  too  greatly 
emi^iasuEed.  This  is  the  bad  econcxnics  and  worse 
psychology  of  the  laisses-f aire  method  ot  conservaticm 
by  leaving  things  alone  until  mounting  prices  should 
mtcxce  conservation  upon  those  elemmts  of  the  com- 
munity who  can  least  afford  to  pay  the  inice  and  who, 
presumably,  most  need  the  goods.  This  is  conservation 
with  a  vengeance;  to  quote  Mr.  Hooves  words, ''  it  is 
conservation  for  the  rich  at  the  expense  of  the  poor." 
The  experience  of  April  and  May,  1917,  should  be  a 
soflScient  warning  as  to  what  might  have  been  expected 
to  happen  had  the  restraining  influence  of  the  Food 
Administration  been  withheld.  The  unified  and  insist- 
ent bujring  of  the  Allies  and  the  more  or  less  panic- 
stricken  efforts  of  American  distributors  and  consumers 
to  provide  themselves  with  flour,  would  probably  have 
been  repeated  with  variation  through  the  entire  harvest 
year.  The  short  crop  would  probably  not  have  lasted 
iDore  than  a  few  months  in  these  conditions;  long  before 
another  harvest  could  have  been  gathered  wheat  and 
flour  prices  would  probably  have  touched  undreamed-of 
levds.  All  the  results  of  imbridled  speculation  might 
well  have  been  expected,  with  what  consequences  upon 
the  temper  of  the  industrial  and  consuming  community 
can  easily  be  surmised. 

The  one  large  class  in  the  community  who  might 
conceivably  have  gained  from  such  a  state  of  affairs  is 
the  farmers.  Yet  even  here  it  is  doubtful  whether  the 
farmers'  interests  have  not  been  better  served  by  the 
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maintenance  of  a  fixed  price  for  wheat  throue^out  the 
1017-18  crop  year.  It  must  always  be  remembered 
that  in  enacting  the  Food  Act  in  1017,  Congress  had 
guaranteed  the  farmers  a  minimum  price  of  $2.00  per 
bushel  for  wheat  of  the  1018  harvest.  The  Food  Ad- 
ministration's "  fixed  price  "  for  1017-18  ($2.20)  was 
determined  by  the  Wheat  Price  Committee  with  due 
consideration  of  the  guaranteed  minimum  for  1018-10. 
It  could  not  be  Usa  (than  $2.00)  if  hoarding  was  to  be 
checked;  nor  could  it  well  be  very  much  more  than  the 
probable  minimum  for  1018-10.  As  matters  turned  out, 
the  guaranteed  price  to  the  producers  in  1018-10  was 
practically  the  same  as  the  Food  Administration's  fair 
price  in  1017-18.  It  must  be  remembered  also  that  in 
September,  1018,  President  Wilson  annoimced  by  proc- 
lamation the  minimum  guaranteed  price  for  the  crop 
of  1010  at  practically  the  same  figure  as  for  the  1018 
crop  and  that  of  1017.  Had  the  price  been  left  uncon- 
trolled in  1017-18  it  might  conceivably  have  gone  to  so 
high  a  point  that  many  farmers  would  have  profited 
unduly  as  compared  with  other  classes  in  the  community. 
From  the  point  of  view  of  social  welfare  this  was  a  con- 
tingency to  be  avoided  as  much  as  profiteering  by  any 
one  else.  And  had  the  price  gone  to  a  very  high  figure 
it  would  probably  have  proved  extremely  difficult  to 
place  the  limit  of  the  actual  guaranty  for  the  1018-10 
season  at  a  point  very  much  lower  than  what  the  farmers 
would  have  come  to  regard  as  normal.  In  these  con- 
ditions there  is  no  assignable  limit  to  the  amount  of 
wheat  which  might  have  been  planted  in  1018^10,  to 
the  detriment  of  other  crops  and  the  live  stock  indus- 
tries, to  say  nothing  of  the  burden  which  might  have 
been  placed  upon  the  government  in  making  good  its 
promise  to  guarantee  to  every  producer  the  minimum 
price. 
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There  was  much  clamor  in  some  quarters  in  1917  as  to 
the  inadequacy  of  the  Food  Administration's  fair  price 
of  S2.20  per  bushel,  Chicago  basis,  and  its  probable  re- 
pressiire  influence  upon  wheat  planting  for  the  succeed- 
ing season.  The  adequacy  of  this  price,  '^  fixed  "  as  a 
minifniim  in  August,  1917,  and  maintained  as  a  maxi- 
mum until  the  new  crop  year,  beginning  July  1, 1918,  is 
perhaps  best  gauged  by  the  fact  that  the  acreage  planted 
to  wheat  with  the  guarantee  of  $2.00  and  some  expec- 
tation (realized  in  September)  of  a  continuance  of  the 
S2.20  price,  was,  with  a  single  exception,  the  largest  ever 
known;  the  seeding  of  winter  wheat  established  a  new 
acreage  record.  The  Canadian  price,  which  had  pre- 
viously been  $2.40  per  bushel,  was  lowered  to  $2.21  for 
No.  1  Dark  Northern  upon  the  announcement  of  the 
Food  Administration's  fair  price  of  $2.20  in  August, 
1917;  yet  in  1918,  Canada  planted  the  largest  wheat 
acreage  on  record  in  spite  of  a  serious  labor  shortage. 
In  the  matter  of  a  fixed  price  the  Food  Administration 
seems  to  have  seen  not  less  of  the  truth  than  its  critics 
but  more.  The  farmers  received  much  more  for  their 
wheat  over  the  season  in  1917-18  than  they  had  in  any 
previous  year,  in  spite  of  the  "  sky-rocketing  "  prices  of 
May,  1917.  The  achievement  of  the  Food  Administra- 
tion was  to  secure  to  the  producer  more  nearly  his 
"  money's  worth  "  than  would  have  been  possible  imder 
a  system  of  variable  prices  and  time  speculation.  This, 
coupled  with  the  reduction  of  milling  profits  and  the 
narrowing  of  trading  margins  all  along  the  line,  brought 
the  producer's  price  and  the  consumer's  price  much 
closer  together  than  they  had  been  in  recent  years. 
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2.  In  its  conservation  program  the  Food  AdminiBtra- 
tion  cannot  be  said  to  have  been  as  successful  as  in  the 
maintenance  of  the  fixed  wheat  price  and  the  stabiliza- 
tion of  flour  prices.  The  terms  of  the  problem  as  it  ap- 
peared in  August,  1917,  were  about  as  follows:  (a)  The 
United  States  had  come  into  the  new  crop  year,  1917-18, 
with  stocks  of  wheat  and  flour  from  the  old  crop  equiva- 
lent to  about  fifty  to  sixty  million  bushels  —  less  than  a 
month's  requirements  for  our  own  population.  (6)  The 
new  crop  was  very  disappointing;  it  has  been  variously 
estunated  at  from  610,000,000  to  650,000,000  bushels, 
(c)  European  harvests  were  even  moro  disappointing, 
and  the  partial  failure  of  the  Argentine  wheat  crop  of 
1917  and  the  ensuing  embargo  upon  exports  throw 
an  even  larger  burden  upon  the  United  States  and 
Canada  than  had  been  expected,  (d)  Because  of  the 
small  stocks  and  short  harvest  in  this  coimtry  it  was 
imperatively  necessary  to  plant  as  large  an  acreage  as 
possible  in  order  to  insuro  sufficient  suppUes  for  the 
new  year.  This  meant  the  subtraction  of  a  very  large 
amount  of  wheat  for  seed  —  probably  not  less  than 
85,000,000  bushels. 

The  net  result  of  all  this  was  that  if  our  normal  rate  of 
consumption  should  be  maintained  thero  would  be  very 
little  surplus  for  export.  In  other  words,  almost  the 
entire  export  quota  would  have  to  come  out  of  a  saving 
from  their  normal  consumption  by  the  American  people. 
Measures  had  to  be  adopted,  therefore,  which  would 
insure  this  saving,  and  yet  provent  any  part  of  our 
people  from  going  hungry.    Several  courses  wero  open: 

(1)  Rationing. 

(2)  A  laissez-faire  policy,  leaving  the  Allied  buyers 
free  to  enter  our  markets  and  bid  up  prices  for  our  own 
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people  as  ttiey  did  in  May,  1017,  to  the  point  where 
the  necessary  saving  in  consumption  would  be  secured 
through  the  medium  of  excessively  high  prices. 

(3)  An  appeal  for  voluntary  conservation  and  restric- 
tion of  consumption  by  those  elements  in  Uie  community 
^diich  could  b€«t  afford  to  forego  the  use  of  wheat  bread. 

(4)  Commandeering  of  the  necessary  supplies  by 
government  action. 

The  first  two  methods  were  equally  impossible  —  the 
first  because  of  Uie  extraordinary  complexity  and  expen- 
siveness  of  the  task,  in  a  coimtry  as  large  as  the  United 
States,  and  because  of  its  repugnance  to  American 
methods,  and  the  second  for  reasons  which  have  just 
been  indicated.^  At  the  outset  the  Food  Administration 
announced  its  confidence  in  the  efi&cacy  of  self-imposed 
restrictions  on  consumption  by  individual  action,  and 
for  the  first  few  months  it  relied  almost  wholly  upon 
voluntary  conservation  to  effect  the  necessary  saving 
in  food  consumption.  A  widespread  propaganda  was 
instituted  for  the  conservation  of  wheat,  meat,  fats,  and 
sugar,  and  the  billboards  were  mobilized  in  the  cam- 
paign against  waste  and  extravagance.  The  results,  so 
far  as  wheat  and  flour  were  concerned,  were  upon  the 
whole,  disappointing.  In  justice  it  should  be  said  that 
there  was  a  very  considerable  saving  of  wheat  flour  by 
many  persons  in  the  community,  a  saving  which  re- 
presented conscientious  and  idealistic  service.  This 
appears  to  have  been  more  than  offset,  however,  by 
increased  consimiption  on  the  part  of  certain  sections 
in  die  conuniuiity  which  were  enjoying  unwonted  pros- 
P^ty,  growing  out  of  the  flush  of  war  activity  and  high 
wages.  Wheat  flour  was,  thanks  to  the  stabilized  price, 
the  cheapest  food  on  the  market,  and  there  seems  to 
have  been  a  large  increase  in  its  use  by  people  who, 
perhi^,  had  never  had  adequate  nourishment  before. 


Ta  apsec  eoBHrvssiaa  m  dieoe  canrfitinna  was  like 
IniuK  tti  5ft  oBMcS  h^  ooe  5  buuuusk  Towds  mid- 
winfier  ifi  b«eaDK  ipoKois  aas  the  unpreredaited  rate 
^  mflBng  MUtifci  in  thg  iaar  inanBttr  wag  not  oiou^ 
tocoafeieivto  foMi  iwr  acS-iimnjaed  oHigatifin  to  our 
Soropeaa  affiaa.  I >  va»  jequiuftr  impiWHihie  to  fill  up 
tte  pipa  in  our  ov^  eonmiezcsal  stocks:  demand  con- 
mwhfc'a»d>  Oii^  ^maeririiuc  rneoa  was  that  thore 
eQtuaienbii?  ammms  oc  lawifiDg  of  floor  by  con- 
w{a>  ttti  bai  31  stocks  during  the  preceding 
j|)ting  and  nmnasr  and  w{a>  soil  continaed  to  buy  all 

The  export  sinasan  becasK  Terr  serious;  winter 
wmsher  oc  uapcw«dmc«d  ae\iigiu  and  duration, 
(vMxpkd  with  raibxwid  aai  staus^iip  congestion,  and 
hKtdtdowu  in  U:ie  cv>al  suppir.  had  by  January  led  to  a 
jerKH^  Mtirtg  behisd  in  our  rate  of  flour  shipments 
abrcidki^  In  thet»  oirvuzx^ttncee  scvne  decisive  action 
was  imperauve.  It  oan:ie  eaHy  in  the  new  year,  shortly 
after  Lord  Rhondd&>  apwal  to  America  to  s»id  more 
wheat  to  meet  Kiirvw  *  seed^  On  January  10,  1918, 
Ft^dent  Wil:«on  is«(?ued  a  prvvIamaiioQ  appealing  to  all 
k>>*al  oitiien;^  to  make  tiv^  :$acrtdce$  tec  the  Allied  cause 
by  reduciiVK  still  further  their  vvnsumption  of  essential 
foixistuffs  vitall>"  needed  for  shipment  abroad.  This 
appeal  was  backevl  up  by  wheat  conservation  rules 
is^ueil  thrvmgh  the  Milling  Di\-ision  of  the  Food  Ad- 
niiuistration.  January*  loth,  and  effecti\-e  February  15th, 
which  Inquired  the  purvhase  of  *  substitutes  "  (com 
meal»  barley  flour,  r\-e  flour,  oatmeal'^  in  a  one  to  one 
ratio  with  wheat  flvnir  by  all  buyer?  at  retail  and  the  ad- 
mixture by  bakers  i>f  wln^at  flour  substitutes  at  the  ratio 
of  one  pound  in  four  with  wheat  flour  in  making  white 
bread.  Only  aith  the  application  of  the  "  substitute  " 
rules  did  the  conservation  program  of  the  Food  Ad- 
ministration become  really  effecti\*e.    The  total  food 
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eonsiimption  of  wheat  flour  in  the  United  States  during 
the  ei^t  months  from  July  1,  1017,  to  February  28, 
1918,  was  considerably  in  excess  of  the  corresponding 
figures  for  any  year  except  1915-16,  and  well  over  the 
average  for  the  three  "  pre-war "  years  1914-15  to 
1916-17.^  Net  exports  for  the  same  eight  months  had 
fallen  far  behind  the  figures  for  any  year  since  1911-12.* 
In  these  conditions  some  decisive  action  to  enforce  con- 
servation and  stimulate  exports  had  become  imperative. 
This  was  supplied  in  part  by  the  "  substitute  "  require- 
ments, which  resulted  in  a  great  diminution  of  flour  pur- 
chases, and  in  part  by  the  requisition  of  a  considerable 
part  of  the  output  of  all  the  larger  mills  by  the  Food 
Administration.  The  proportion  taken  was  at  first 
(January  to  April)  30  per  cent;  later  (May  to  June) 
it  was  increased  to  45  per  cent.  This  action,  together 
with  increased  wheat  imports,  permitted  a  speeding  up 
of  exports  of  flour;  until  by  the  end  of  the  crop  year 
(June  30,  1918)  22,000,000  barrels  of  flour  and  34,000,- 
OOO  bushels  of  wheat  had  been  shipped  abroad.  The 
net  export  movement  for  the  twelve  months  was  equivar 
lent  to  a  total  of  132,000,000  bushels  of  wheat,  from  a 
crop  which  had  promised  to  be  scarcely  adequate  for 
domestic  consiunption. 

A  curious  accompaniment  of  the  intensified  conserva- 
tion movement  of  the  spring  months  of  1918  was  the 
voluntary  relinquishment  of  stocks  of  hoarded  flour  by 
individual  consumers,  bakers,  grocers,  in  response  to 
t^peals  by  the  Food  Administration.  No  estimate  can 
be  hazarded  as  to  the  amount  of  these  holdings  which 
were  thus  brought  out;  in  the  aggregate  it  appears  to 
have  been  considerable.    Their  surrender  was  a  testi- 

>  Ea^timMim  oi  U.  8.  Food  Administratioii,  Statibtieal  Division,  Inf ormAtion  Service  • 
BdkliB  No.  1046. 

*  Ibid.  Net  csporto  of  wheat  and  flour  from  July,  1017,  to  February,  1018,  were 
eqnivaknt  to  60,548,604  buabele;  the  average  for  the  five  yean  1012-13  to  1016-17 
(MM  BMBtbt)  wm  am  148,000,000  buabeb. 


^ 
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monial  boUi  to  the  complexity  of  the  task  which  the 
Food  Administration  had  shouldered  and  to  popular 
confidence  in  the  d^ree  of  success  with  which  it  has 
been  performed. 

XXIV 

3.  The  problem  of  equitable  distribution  of  wheat  to 
the  flour  mills  by  the  Grain  Corporation  in  1017-18,  was 
primarily  a  commercial  problem  and  one  of  peculiar 
difficulty.  Not  only  was  there  a  short  crop,  but  the 
existing  supplies  were  so  faultily  located  with  respect  to 
some  of  the  large  milling  centers  as  to  necessitate  a  con- 
siderable shifting  of  grain  from  one  section  to  another 
as  well  as  the  importation  of  wheat  from  outside  sources 
far  in  excess  of  anything  known  in  previous  years.  The 
Grain  Corporation,  administered  as  a  public  agency 
by  men  who  had  been  conspicuously  successful  in  pri- 
vate life  as  practical  grain  men,  established  an  enviable 
record  for  the  imif orm  sagacity  and  fairness  with  which 
it  handled  the  large  problems  of  allocating  the  existing 
stocks  of  wheat  in  such  a  way  as  to  fulfill  our  obligations 
to  our  allies  and  at  the  same  time  to  prevent  local  flour 
famines  in  the  United  States.  The  achievement  speaks 
for  itself;  no  one  went  hungery  in  this  country,  and 
through  the  combined  self-denial  of  millions  of  individ- 
uals here  our  engagements  were  made  good  to  our  allies 
in  arms.  This  accomplishment  was  a  splendid  achieve- 
ment of  democracy  at  its  best;  the  fact  that  many  able 
men,  inspired  by  Herbert  Hoover's  example,  divorced 
themselves  from  their  private  interests  and  at  great 
personal  sacrifice  devoted  themselves  to  public  work, 
rendered  gratuitously,  is  indicative  of  a  fine  spirit 
which  augurs  well  for  American  idealism. 

Wilfred  Eldred. 

WASHINGPrON,  D.  C. 


THE  PRICE-FIXING  OF  COPPER 

SUMMARY 

Fizmg  price  to  oonsuiDer  oi  a  commodity  necessary  for  war,  72.  — 
Necessitates  regulation  oi  distribution,  73.  —  Copper  industry  unique, 
76. — A  unified  industry,  77.  —  Demand  for  American  copper  decreased 
at  beginning  of  the  war,  later  expanded,  79.  —  Copper  became  prao- 
aaJij  a  ''cornered"  metal,  87. — Codperative  Committee  on  Copper 
appointed,  88.  —  Necessity  for  price-fixing  becomes  apparent,  02. — 
Soorees  of  supply,  90.  —  Risks  encoimtered  in  expanding  production, 
100.  —  Increasing  cost  due  to  war  conditions,  103. 

GoTBBNMBNT  price-fixing  in  this  country  has  been  a 
widely  established  practice  in  connection  with  our  pub- 
lic service  companies  where  the  state  grant  of  a  franchise 
creates  a  l^al  or  virtual  monopoly,  and  also  a  duty  to 
assure  for  its  citizens  iinif ormity  of  rates  and  protection 
against  extortion.  In  recent  years  the  exercise  of  these 
ri^ts  was  taken  over  in  part  by  the  federal  government, 
under  its  constitutional  power  to  control  commerce,  and 
Congress  gave  to  the  Interstate  Commerce  Commis- 
aon  power  to  adjust  and  establish  transportation  rates. 
With  the  advent  of  war,  however,  the  federal  govern- 
ment was  imder  the  necessity  of  creating  new  machin- 
ery to  marshal!  the  nation's  resources.  The  enormous 
powers  given  for  this  end  have  since  the  declaration  of 
war  become  almost  unlimited,  and  authority  has  been 
del^ated  to  many  persons  in  the  name  of  the  President. 
How  far-reaching  the  industrial  consequences  of  this 
control  are,  may  be  suggested  by  the  fact  that  during 
the  past  eighteen  months  of  war,  prices  as  fixed  cover 
the  whole  field  of  metals,  chemicals,  lumber,  and  other 
building  materials,  cotton  and  woolen  textiles,  wool, 
hides,  and  leather. 

n 
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Price-fixing  under  present  conditions  signifies  now  a 
price  determined  to  the  consiuner  by  a  government  at 
war,  for  a  commodity  deemed  necessary  for  the  winning 
of  the  war.  In  Uie  case  of  copper,  the  United  States, 
September  21, 1917,  named  a  maximum  price  which  was 
declared  to  be  the  one  price  f .  o.  b.  New  York,  at  which 
"  supply ''  as  produced,  and  subject  to  transportation  ad- 
justments, was  to  be  available  to  all,  including  the  gov- 
ernment itself  and  the  Allies,  their  civilians,  and  our  own. 
It  also  provided  against  reduction  of  wages,  which  were 
then  at  their  highest  level.  There  was  little  copper 
for  neutrals,  and  for  them  no  price  was  fixed,  tho  such 
small  sales  as  have  been  made  were  effected  at  the 
government  price.  Since  August  30,  1918,  the  price 
fixed  has  not  applied  to  civilians  except  in  this  coxmtry. 
There  has  been  one  advance  from  23}  cents  to  26  cents, 
and  the  price  is  now  made  f.  o.  b.  cars  or  lighters  at 
eastern  refineries,  f .  o.  b.  cars  or  lighters  at  Pacific  coast 
refineries  for  Pacific  coast  destinations,  and  f .  o.  b.  cars 
or  lighters  New  York,  if  shipped  to  eastern  or  interior 
destinations  from  Pacific  coast  refineries  and  from  re- 
fineries in  the  interior  of  the  United  States.  Present 
conditions  including  those  in  force  as  above,  further 
provide  that  all  shipments  made  after  the  period  as  fixed 
shall  be  subject  to  any  change  in  price  as  determined  by 
the  Price-Fixing  Committee,  that  all  producers  agree  to 
take  the  necessary  measures  under  the  direction  of  the 
War  Industries  Board  to  prevent  copper  as  distributed, 
from  falling  into  the  hands  of  speculators,  who  might  in- 
crease the  price  to  the  public ;  and  lastly  that  the  pro- 
ducers pledge  themselves  to  exert  every  effort  necessary 
to  keep  up  the  output  of  copper  so  as  to  insure  an 
adequate  supply  so  long  as  the  war  lasts.  Certain 
charges  in  excess  of  the  maximiun  price,  which  how- 
ever are  here  not  important,  were  determined  by  the 
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Price-flziiig  Committee  on  Jmie  5,  1918,  and  con- 
cern copper  8hi4)e8  as  delivered  from  Uie  refineries. 

Once  a  price  is  establidied,  the  same  necessity  that 
forces  this  step,  also  requires  the  government,  sooner  or 
later,  to  take  responsibility  for  the  regulation  of  dis- 
tribution by  a  system,  if  need  be,  of  priorities,  rationing, 
and  licensing.  Price-fixing  and  priorities  seek  to  pre- 
vent all  private  speculation  and  hoarding,  and  to  control 
consumption  by  direction  of  both  supply  and  demand. 
Further,  the  fixing  of  prices  of  any  commodity  makes 
necessary,  gradually  perhaps,  but  surely  in  the  end,  the 
determination  of  costs  and  profits,  and  so  of  prices  for 
all  stages  of  the  production,  from  the  raw  material  to  the 
finished  product,  and  from  the  producer  to  the  con- 
sumer. There  should  be  reasonable  costs  and  profits  for 
each  stage.  Up  to  the  present  time  the  practice  of  deter- 
mination in  our  government  price-fixing  by  the  War 
Industries  Board  leaves  to  individual  companies  their 
extraordinary  earnings  which  are  due  sometimes  to  the 
efficiency  of  their  personal  staffs,  and  again  to  the  ad- 
vantageous control  of  processes  of  production  or  of  nat- 
ural resources.  Such  extra  earnings  are  then  subject 
to  an  excess  profits  tax.  With  the  copper  industry, 
however,  only  two  prices  have  yet  been  fiixed  for  refined 
coppery  first  23}  cents  and  then  26  cents.  This  govern- 
ment determination  as  to  copper  is  an  example  of  price- 
fixing  in  its  simplest  form. 

Our  government  by  its  policy  has  successfully  avoided 
legal  complications.  With  fair  adjustments  and  through 
the  response  of  patriotism,  yet  also  by  the  threat  or  act 
of  commandeering,  it  has  made  workable  its  plan  for 
direction  of  industry  through  voluntary  codperative  price- 
fixing.  There  is  no  legal  price-fixing  authority  except 
under  the  Lever  Act  for  wheat  and  coal.  These  coopera- 
tive agreements  with  producers  are  made  with  duress 
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in  the  background;  government  durees  being  possible 
in  the  form  of  railway  and  fuel  discrimination,  priorities, 
licensing,  or  finally  commandeering.  Government  direc- 
tion of  industry  by  these  means  is  justified  only  as  it 
stabilizes  the  industrial  structure,  eliminates  profite^^ 
ing,  secures  adequate  production  and  the  absolute 
control  that  the  necessities  of  war  require.  Such  enor- 
mous powers,  increased  as  they  are  now  by  the  Overman 
Act,  and  incapable  of  attaining  more  than  approximate 
justice,  require  for  their  administration  not  men  who 
will  use  so-called  '^  political  "  methods,  but  men  of  high 
moral  vision  and  recognized  business  experience. 

Copper  has  been  proved  a  metal  of  primary  necessity 
to  nations  at  war.  Governments  for  their  war  needs 
create  a  new  demand  backed  by  unlimited  and  unques- 
tioned buying  power,  which  makes  price-fixing  inevi- 
table. The  enormous  needs  of  the  Allies  were  only  to 
be  met  by  concentrated  buying  from  all  selling  agencies, 
and  this  buying  was  so  urgent  that  any  withholding 
against  these  large  orders  would  have  led  to  trade  chaos 
with  wide  upward  fluctuations.  Even  before  our  entry 
into  the  great  conflict  on  April  6,  1917,  the  large  pro- 
ducers and  selling  agencies  had  themselves  f  oimd  it  im- 
possible to  meet  trade  conditions  without  at  first  from 
month  to  month,  and  finally  in  1916  during  most  of  the 
year,  establishing  for  export  sales  an  almost  uniform 
price.  During  1915  the  rapid  spending  of  money  for 
copper  raised,  by  monthly  stages,  the  export  price  from 
13  to  22  cents,  while  after  February,  1916,  this  export 
price  held  between  26^  and  28  cents.  From  our  entry 
into  the  war  copper  was  one  of  the  commodities  first  to 
have  its  price  fixed  for  the  government. 

Copper  as  a  metal  combines  easily  with  thirty-six 
other  elements,  is  used  as  a  component  in  himdreds  of 
alloys,  many  having  established  trade  names,  and  is  thus 
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in  very  many  ways  industrially  essential.  It  is  in  truth 
our  best  metal  commerciaUy,  and  in  war  times  is  without 
an  effective  substitute.  Military  demands  that  force 
high  prices  for  copper  are  coincident  with  other  war  de- 
mands for  essential  materials,  and  with  increasing  prices 
Uxr  all  possible  substitutes.  Aluminum,  for  example, 
was  from  the  very  first,  almost  entirely  requisitioned 
f<»*  use,  directly  or  indirectly,  in  manufactured  products 
necessary  for  government  purposes.  In  uses  where  cop- 
per is  indestructible,  as  in  telegraphy,  telephoning,  ship, 
engine  and  other  motor  building,  locomotives  and  rail- 
road woric,  the  war  requirements  are  at  first  very  heavy. 
War  business  and  our  own  installations  for  defense  at 
home,  call  for  very  large  supplies  at  once,  and  this  great 
increase  in  demand  must  continue  for  some  time  to 
come.  Lford  Northcliffe's  prediction,  made  over  a  year 
ago,  is  already  far  along  in  its  process  of  fulfillment. 
His  prophecy  was  that  before  the  war's  end,  we  should 
build  several  cities  in  France  to  care  for  repairs,  for  the 
assembling  and  reconstruction  of  equipment,  and  for 
the  manufacturing  of  munitions.  In  munitions  copper 
is  destructible  and  there  is  a  large  annual  and  absolute 
loss.  One-third  of  the  copper  used  goes  into  fixed  and 
semi-fixed  artillery  ammimition,  where  foreign  expe- 
rience has  shown  savings  of  about  80  per  cent.  Were  a 
minimum  of  5  per  cent  assured  on  all  other  artillery 
ammunition,  including  also  small  arms,  there  would  be 
a  total  salvage  of  at  least  30  per  cent.  As  organization  is 
bettered  this  percentage  can  be  increased.  United  States 
government  specifications,  for  example,  require  cart- 
ridges to  stand  twenty  reloadings.  Moreover,  invention 
is  bringing  into  use  new,  effectual,  and  lasting  economies. 
Once  these  detailed  readjustments  are  made,  new  con- 
struction completed  and  the  necessary  surpluses  ac- 
cumulated, renewal  demands  will  follow  in  a  much  lesser 
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degree.  If  England's  present  experience  may  be  our 
criterion  as  to  stocks  needed  on  hand  for  the  prosecution 
of  the  war,  there  will  remain,  upon  the  cessation  of  Uie 
fighting,  for  all  these  uses,  from  motor  vehicle  parts  to 
sixteen-inch  shells,  large  acciunulations  of  supplies  — 
reserves  for  from  ten  to  eighteen  months,  which  at  all 
times  it  has  been  deemed  necessary  to  carry .  But  during 
the  war  the  net  result  must  be  a  very  slow  but  neverthe- 
less continuous  acciunulation  of  copper  tending  toward 
market  saturation,  when  once  the  large  program  of 
construction  is  approximately  completed  and  the  man- 
power of  the  nations  at  the  front  has  reached  its  maxi- 
mum. Until  the  end,  therefore,  war  demands  must  be 
urgent  and  not  only  discount  present  needs  but  also 
a  long  future. 

As  an  industry  copper  production  is  in  many  wajrs 
unique,  and  its  price-fixing  problems  essentiaUy  different 
from  those  of  most  other  industries.  In  the  agencies  of 
production  and  distribution  there  has  been  far-reaching 
concentration.  Much  time  and  considerable  sums  of 
money  are  necessary  to  create  a  copper  mine  with  a  large 
output.  After  copper  ore  is  once  located,  the  equipment 
of  the  mine,  the  establishing  of  necessary  railroad  con- 
nections and  the  building  of  reduction  works  require 
not  only  millions  of  dollars  of  capital  but  also,  under 
normal  conditions  as  experience  records,  a  probable 
minimum  of  five  years  for  development.  The  Kenne- 
cott  Copper  Company,  a  most  extreme  instance,  spent 
more  than  $20,000,000  before  railroad  transportation 
along  the  banks  of  the  Copper  River  was  even  begun; 
and  it  is  such  development  expenditures  as  this  that 
must  be  risked,  and  within  the  life  of  the  mine  liqui- 
dated with  interest.  For  the  sake  of  suggesting  propor- 
tion, and  as  roughly  establishing  Nature's  part,  it  may 
be  said  that  the  purchase  price  of  the  located  ore  body  is 
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to  the  cost  of  this  necessary  development  construction, 
as  one  to  one  hundred,  before  a  really  large  produc- 
ing mine  with  profits  available  for  dividends  is  secured. 
Increases  come  mainly  from  the  large  mines.  This  is 
further  shown  by  the  fact  that,  with  79.6  per  cent  more 
mines  in  the  United  States  in  1916  than  in  1913,  more 
than  70  per  cent  of  the  increased  production  of  the  latter 
year  came  from  mines  of  more  than  10,000,000  poimds 
annual  production,  while  the  percentage  from  mines  of 
less  than  1,000,000  pounds  production  was  but  3.55  per 
cent.  As  a  mineral,  copper  is  found  in  all  our  states  ex- 
cq>t  Florida.  A  list,  however,  of  four  hundred  copper 
mines  will  include  every  mine  throughout  the  entire 
worid  which  produces  in  a  year  more  than  200,000 
poimds,  or  an  annual  gross  value  now  for  its  product 
f.o.b.  New  York  of  approximately  $50,000.  After 
three-quarters  of  a  centiuy  of  development  in  this  im- 
portant industry,  there  are  within  the  United  States 
eighteen  hundred  and  forty-eight  mines  producing  cop- 
per. Of  this  number  in  1916,  the  year  of  largest  effi- 
ciency, thirty-one  mines  produced  more  than  85  per  cent 
of  the  output,  or  1,711,395,262  poimds,  while  less  than 
295,000,000  poimds  were  obtained  from  the  remainder, 
or  an  average  of  160,000  poimds  to  a  mine. 

Smeltdng  and  refining  show  within  the  industry  still 
forth^*  concentration.  In  1916,  twenty-seven  com- 
panies controlling  thirty-six  smelters  in  the  United 
States  produced  more  than  2,000,000,000  pounds  of 
dectrolytic  copper.  Refining  capacity  cares  for  im- 
ported as  well  as  domestic  ores,  and  in  the  United 
States  exceeds  smelting  capacity.  The  refineries  in 
1916  treated  more  than  450,000,000  pounds  additional 
from  foreign  sources.  Six  companies  controlling  ten 
refineries  in  the  United  States  had  a  developed  capacity 
in  1917  of  2,780,000,000  pounds;  while  two  of  the  re- 
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fining  groups  handling  their  own  and  custom  ore,  had 
respectively  an  output  of  more  than  750,000,000  and  of 
1,000,000,000  pounds  a  year.  In  smelting  and  refining, 
new  processes,  some  of  which  are  patented,  are  bringing 
great  changes  which  tend  to  strengthen  the  few  large 
companies.  Flotation  and  treatment  by  leaching  are 
the  recent  material  advances  in  saving  metal  heretofore 
usually  lost,  and  the  increasing  use  of  these  discoveries 
may  soon  lead  to  the  superseding  of  our  great  copper 
smelters.  By  the  flotation  process  about  27,000,000 
tons  of  copper  are  annually  treated.  A  single  company, 
the  Minerals  Separation  North  American  Corporation 
controls  patents  which  have  been  for  a  long  time  in 
litigation,  at  a  cost  to  date  of  probably  more  than  two 
million  dollars.  The  rights  under  these  patents  oug^t 
soon,  for  the  sake  of  the  industry,  to  be  determined 
finally  by  adjudication  in  the  United  States  Supreme 
Court.  The  process  is  of  enormous  value  in  the  treat- 
ment of  base  metal  ores  like  zinc  and  copper,  and  is  as 
great  an  advance  for  this  industry  as  the  cyanide  process 
has  been  for  gold. 

Four  selling  agencies  in  1916  handled  almost  80  p^ 
cent  of  all  the  refined  copper  sold  in  this  country  for 
domestic  and  foreign  consumption,  and  more  than  66 
per  cent  of  the  world  production.  The  increase  of  62.3 
per  cent  in  the  United  States  output  of  copper  from  1914 
to  1916,  coming  so  largely  from  mines  with  an  annual 
production  of  more  than  10,000,000  pounds  has  steadily 
made  for  concentration  which  has  been  secured  with 
only  small  additions  to  capital  obligations.  Today  the 
entire  industry  represents  an  American  investment  of 
approximately  one  and  a  half  billion  dollars.  Its  prod- 
uct for  example  is  in  wide  contrast  with  coal,  in  that 
refined  copper  is  practically  the  same  in  quality  the 
country  over;  is  sold  in  the  trade  f.  o.  b.  as  of  New 
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York  with  freight  adjustments;  and  in  this  price  are 
inchided  all  the  transportation  costs  from  the  mine  to 
the  refinery.  While  copper  can  be  entirely  withdrawn 
from  all  but  war  uses,  coal  is  essential  to  every  one  and 
its  conservation  must  everywhere  be  enforced  upon  con- 
sumers through  nation-wide  control  of  output  and  dis- 
tribution. Because  copper  is  so  far  a  primary  necessity 
of  war,  and  because  the  American  copper  industry  is  so 
unified,  and  withal  represents  so  large  a  proportion  of 
the  worid  production,  copper,  its  output  and  its  market, 
must  be  studied  from  the  beginning  of  the  great  war,  if 
the  necessity  for  our  own  government  action  and  its 
effectiveness  is  to  be  understood  and  justified. 

The  copper  market  problem  of  1914  and  1915  was  the 
familiar  one  of  adjustment  of  supply  and  demand,  but 
during  the  last  six  months  of  1914,  because  of  the  world- 
wide industrial  paralysis  due  to  the  war,  it  was  one  of 
adjustment  of  supply  to  a  minimum  demand.  Domestic 
deliveries  in  normal  times  exceed  exports,  but  for  three 
years,  1911-13,  the  domestic  deliveries  failed  to  equal 
the  foreign,  and  the  average  excess  of  exports  was  at 
the  rate  of  1  per  cent  a  year.  The  exports  for  eighteen 
montlis,  to  June  30,  1914,  however,  were  almost  25  per 
cent  in  excess  of  domestic  deliveries;  and  of  the  total  of 
1,358,000,000  pounds  exported  from  the  United  States, 
827,000,000  pounds,  almost  wholly  for  German  consump- 
tion, were  shipped  to  Holland  and  to  Germany.  The 
increasing  momentum  of  this  export  movement,  and  the 
eontrasted  domestic  minimum  of  demand,  are  shown 
by  the  fact  that  foreign  deliveries  in  the  first  six  months 
of  1914  wero  489,000,000  pounds,  an  excess  of  48  per 
coit  over  domestic  deliveries,  which  wero  330,000,000 
pounds.  Electrolytic  copper,  the  standard  grade  of 
copper  in  Uie  United  States,  sold  in  New  York  in  June 
aiui  July  before  war  was  declared,  at  the  lowest  price 
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since  December,  1911.  While  general  bucdnefls  in  the 
United  States  at  this  time  was  at  a  low  ebb,  German 
prosperity,  if  copper  imports  were  its  true  measure,  was 
at  its  height.  But  now  it  can  be  recognized  that  G^^ 
man  manipulation  for  the  purposes  of  accumulation 
was  the  large  factor  which  depressed  prices.  Until  this 
time  and  for  a  generation  German  interests  had  domi- 
nated the  metal  output  of  the  world. 

The  beginning  of  the  present  war  suddenly  cut  down 
demand  still  further.  Copper  circles  had  to  repeat  the 
trade  experience  of  1908-10  when  demand  had  fallen 
sharply.  Copper  for  three  years  had  remained  at  the 
low  average  of  13i  cents  a  pound.  By  this  experience 
the  trade  finally  and  fully  learned  that  widely  fluctuatr 
ing  and  abnormally  high  prices  are  a  real  damage,  and 
that  to  keep  on  producing  when  consumption  is  below 
normal  means  demoralization  of  the  market  through 
huge  siupluses  which  depress  values  until  low  prices 
enable  the  floating  supply  to  be  absorbed.  An  increase 
in  smelter  production  in  1912  of  13.3  per  cent  was  fol- 
lowed in  1913  by  a  decrease  of  1.5  per  cent,  but  the  out- 
put of  the  refineries  continued  to  increase  and  1913 
exceeded  1912  by  more  than  25  per  cent.  In  1914 
through  June,  refinery  production  ag^n  increased  at  the 
rate  of  3  per  cent,  or  to  a  total  of  almost  140,000,000 
pounds  a  month.  However,  the  smelter  production  of 
1914  had  shown  a  loss  of  more  than  half  of  the  1912 
increase  of  13.3  per  cent.  Large  foreign  consumption 
and  some  pre-war  absorption  for  later  war  needs,  had 
nevertheless  carried  the  world's  visible  supply  in 
October,  1913,  down  to  90,000,000  pounds,  the  lowest 
since  the  figures  of  the  Copper  Producers  Association 
were  first  issued  in  1909.  These  trade  factors  were  in 
the  main  without  effect  in  changing  the  downward 
trend  of  prices.    New  low  levels  of  proven  cost  for  pro- 
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duction  by  the  poiphyrieSy  and  the  increasing  output  of 
these  so-called  low  grade  mines,  were  fiuiiier  depressing 
to  the  market  and  unsettling  to  confidence.  Tlie  Cop- 
per Producers  Association's  figures,  and  their  authora- 
tative  publicity  had  been  without  any  significant  effect 
in  adjusting  supply  to  demand.  As  a  consequence  of  the 
general  industrial  paralysis  following  upon  the  declara- 
tion of  war,  publicity  of  figures  was  discontinued,  and 
the  trade  accepted  the  absolute  dependence  of  the 
United  States  as  a  producing  country,  on  protective  and 
positive  measures  for  adjusting  supply  to  demand. 

Decisive  steps  for  curtailment  were  taken,  and  some 
mines  improved  the  opportunity  to  make  large  altera- 
tions  and  new   installations.     Opinion   was   almost 
unanimous  that  it  was  better  to  assure  fair  prices  on 
moderate  output  —  an  output  which  is  not  excessive  in 
proportion  to  demand  —  than  low  prices  on  excessive 
production;  that  it  was  better  to  store  copper  in  the 
ground  until  future  industries  required  resumption  of 
mining,  than  to  sell  at  a  small  margin  of  profit  or  even 
DO  profit.    A  large  producer  used  to  say, ''  the  differ- 
ence between  a  good  and  a  bad  copper  market  is  a  dif- 
ference of  5  per  cent  in  supply."    In  truth,  experience 
bas  taught  that  copper  is  a  product  involving  too  large 
quantities  to  be  stored  anywhere  else  than  in  the 
ground*    The  ''  vein  mine  group,"  as  contrasted  with 
the  porphyries,  acted  promptly.    Curtailment  was  radi- 
caDy  forced.    Even  refinery  production,  which  is  not  at 
once  affected  by  the  action  of  the  mines,  and  which  had 
been  steadily  increasing,  except  for  1.5  per  cent  shrink- 
age in  1911,  averaged  in  the  last  six  months  of  1914, 
30,000,000  pounds  a  month  less  than  the  monthly  pro- 
duction of  the  first  half  of  the  year,  or  a  decrease  of  more 
than  22  per  cent.    Shrinkage  in  imports  was  a  factor. 
This  curtailment,  however,  was  offset  by  demoralization 
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at  home  and  abroad.  War  demands  were  slow  in  ab- 
sorbing supplies  on  hand,  increased  as  they  were  by 
large  existing  stocks  of  old  copper  and  scrap.  Prices 
generally  tended  downward,  and  electrolytic  reached  its 
lowest  monthly  average,  11.40  cents,  in  October  of  1914. 
Market  conditions  recovered  from  their  demoraliza- 
tion slowly.  It  was  January,  1915,  before  prices  were 
above  13.49  cents  and  so  above  the  pre-war  level,  and 
June  before  imports  had  recovered.  The  foreign  visible 
supply,  having  from  the  beginning  of  the  war  increased 
25  per  cent,  began  in  July  to  decline,  and  in  December 
exports  exceeded  those  of  July,  1914.  Domestic  de- 
liveries, after  the  first  six  months  of  the  war,  began 
rapidly  to  increase,  and  were  estimated  for  1915,  at 
1,043,000,000  pounds,  a  gain  of  425,000,000  pounds 
over  1914,  or  a  68  per  cent  increase,  after  the  drop  in 
1914  of  23  per  cent  from  the  1913  figures.  There  must 
be  added  to  this  large  gain  in  consmnption  the  increase 
in  the  refined  product  from  "  secondary  copper,"  which 
amounted  in  1915  to  140,000,000  pounds.  The  major 
trade  factors  in  1915  were  the  increased  domestic  de- 
liveries of  more  than  565,000,000  pounds  of  copper;  the 
loss,  to  a  market  long  supported  by  foreign  buying,  of 
the  export  trade  with  the  Central  Powers,  or  approxi- 
mately 450,000,000  pounds;  and  the  evident  manipula- 
tion of  the  London  market,  for  "  standard."  If  the 
purpose  of  the  manipulation  during  this  period  could  be 
fully  shown,  it  would  appear  that  intelligent  effort  was 
steadily  made  to  regulate  the  prices  of  copper  as  well 
as  of  other  materials  before  placing  large  orders  in  this 
country,  for  prices  were  fundamentally  related  to  war 
contracts.  The  handling  of  the  market  also  proved 
conclusively  that  export  values  were  as  long  as  possible 
kept  stable,  while  the  domestic  market  was  intentionally 
left  to  take  the  shocks  and  slams  of  fluctuating  demand 
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and  its  exaggerating  accompaniment,  speculation.  Ex- 
ports from  the  United  States  fell  off  25  per  cent,  and 
England  imported  almost  10  per  cent  less  than  in  the 
previous  year,  yet  imports  to  France,  Italy,  and  Russia 
from  the  United  States  increased  more  than  75  per  cent, 
and  of  our  total  exports  these  counties  took  more  than 
60  per  cent.  The  price  variation  oi^  exports  was  from 
13  to  22  cents.  For  these  reasons,  with  the  needs  of  so 
many  waning  nations  to  be  measured,  copper  statistics 
were  confusing,  and  unintelligible  except  to  the  large 
American  agencies  which  were  acting  for  the  Allies  in  the 
placing  of  war  orders. 

The  advance  in  prices  that  began  in  October  of  1914 
continued  throughout  1915.  Into  our  market,  at  the 
very  b^^inning  of  the  war,  came  an  enormous  buying 
power  to  be  used  for  the  purchase  of  supplies.  England 
had  wide  general  credit  in  this  country,  and  the  French 
government,  through  borrowings  and  by  actual  de- 
posits of  gold  increased  very  largely  its  banking  credit. 
The  extensive  purchases  of  copper  were  handled  in  such 
a  manner  as  not  to  force  a  rapid  market  rise  of  price, 
but  so  as  to  restrain  buying,  and  with  very  remarkable 
success  kept  the  market  from  becoming  erratic  or 
excited.  On  the  15th  of  January,  1915,  Morgan  & 
Company  made  public  announcement  of  the  fact  that 
they  had  become  the  commercial  agents  of  the  British 
government  in  directing  the  purchase  of  supplies  in  the 
United  States.  At  a  later  date  they  accepted  similar 
responsibilities  for  France,  and  their  purchases  early  in 
1915  were  reported  as  averaging  $10,000,000  a  day. 
With  this  buying  power  concentrated  in  American 
agencies,  it  is  significant  that  there  followed  in  March 
of  1915  President  Wilson's  announcement,  in  connec- 
tion with  the  Webb  Bill,  in  which  steel  and  copper 
producers  were  vitally  concerned,  that  the  administra- 
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Hon  was  not  averse  to  Uie  combination  of  American 
interests  to  further  foreign  trade.  Shortly  after,  in 
May,  a  trade  paper  stated  that  "  Great  Britain  was 
in  control  of  the  worid's  copper  supply  outside  of 
Germany/'  n^otiations  having  been  for  some  time  in 
I»ogres8,  with  the  expectation  of  controlling  the  output 
of  the  laige  Ammcan  producers.  The  fact  is  that  the 
monthly  average  prices  of  copper  advanced  without 
reaction,  and  <m  good  news  as  well  as  on  bad,  until  July, 
1915,  ^en  after  a  sli^t  recession  from  19.71  cents  to 
17.22  cents,  they  rose  in  Decemb^ ,  1915,  to  moro  than 
20  cents.  Speculatively,  copper  in  June  sold  up  almost 
to  20  cents,  discounting  after  almost  a  year  of  war,  the 
probability  that  in  spite  of  many  factors  of  uncer- 
tainty, consumption  would  overtake  available  supply. 
The  speculative  forecast  became  a  reality  in  Dec^nb^. 
For  the  first  time  in  history  American  producers  had 
enjoyed  an  advance  in  prices  starting  with  a  production 
many  millions  of  pounds  bdow  normal.  The  demand  ! 
for  coppo*  was  aMumous,  and  constantly  increasing  not  '■ 
ODly  in  the  usual  industries  —  dectric  transmissions, 
brass  manufacture,  castings  —  but  for  motor  vehicles,  , 
munitions  of  war,  and  for  the  various  needs  in  connec- 
tion with  the  operations  of  the  steel  mills.  Th^ne  was 
no  domestic  business  of  consequence  requiring  the  use  , 
of  additional  coppo*  in  hardware,  building  supplies,  and  ' 
furniture.  Go\*i»iiment  ord«is  and  war  needs  had,  by  j 
the  end  of  1915,  very  largdy  reconstituted  the  ''  dc^ 
mand,"  and  the  "  supply "'  was  thereaft^  to  be  the 
utmost  that  American  resouroes  could  produce.  The 
mistake  in  this  p^iod  for  the  fon»gn  buy»  was  his 
failure  to  contract  for  supplies  well  into  the  future.  By 
the  eod  of  1915  the  market  had  passed  from  the  control 
of  the  buycf  and  was  dominated  by  the  laige  selling 
aemcies  ^diich,  in  th^  turn  to  {Mevent  a  nmaway  mar- 
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kety  sou^t  to  dictate  the  distribution  of  copper  and  a 
steady  price. 

From  December,  1915,  to  February,  1916,  there  was 
from  Uie  Decemb^  average  of  20.35  cents  a  rise  of  more 
than  7  cents,  and  except  for  one  month,  prices  did  not 
react  below  27.35  cents  until  July,  1917,  a  period  of 
dg^teen  monflis.  Copper  companies  had  so  far  sold 
their  1915  production  that  there  were  practically  no 
qx>t  copper  and  almost  no  futures  available  for  the 
first  quarter  of  1916.  The  large  purchases  of  manu- 
factured copper  in  the  United  States  were  being  fin- 
anced by  foreign  governments  especially  to  guarantee 
ddiveries.  Just  at  the  close  of  1915,  December  22,  the 
Anaconda  Copper  Company  sold  120,000,000  pounds 
of  copper  at  22  cents,  and  thereupon  apportioned  the 
amount  among  the  largest  seUing  agencies  in  New 
Yoric.  This  was  the  first  announced  sale  in  which 
American  interests  publicly  acted  together  and  divided 
an  order.  To  allay  trade  fears  it  was  at  once  stated  that 
the  large  producers  were  determined  to  keep  metal 
prices  at  a  reasonable  figure,  and  that  attempts  to  sell 
copper  at  a  price  which  was  regarded  by  them  as 
exorbitant,  would  be  discoiuttged.  The  producers' 
helplessness,  notwithstanding  this  expression  of  trade 
determination,  is  shown  by  the  fact  that  in  1916  the 
average  monthly  prices  per  pound  for  copper  wero  moro 
than  ten  cents  above  the  average  for  1915,  and  within 
forty-five  days  after  the  Anaconda  sale,  copper  sold 
above  27  cents.  Had  the  market  been  left  to  itself 
and  freely  subject  to  supply  and  demand,  intensified  by 
the  speculation  usually  incident  to  a  rise,  copper  would 
have  conunanded  famine  prices  with  violent  fluctua- 
tions. Voluntary  self-determination  of  the  trade  as  to 
price  and  distribution  —  distribution  being  as  far  as 
possible  based  on  actual  consumption  —  for  a  time  ac- 
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compliriied  mudi  toward  crtaWWiiiig  stability  but 
could  not  itself  control  the  working  of  economic  f  oioes. 
The  3rear  1916  was  in  many  ways  a  maximum  3rear  to 
date.  Production  of  refined  eoipper  in  the  United  States 
was  1,927,000,000  pounds,  an  increase  over  1915  of 
38.9  per  cent,  while  the  gain  in  1915  over  1914  had 
already  been  20.7  per  cent.  The  monthly  and  yearly 
avoiage  of  prices  was  the  hif^est  since  1873.  But  the 
most  striking  feature  of  the  year  was  the  idiem»nenal 
increase  of  consunq>tion  in  the  United  States  because  of 
foreign  business  {daced  h&e  in  manufactures.  Twoity- 
one  domestic  concerns,  acccHding  to  a  trade  pspear,  used 
in  1916  more  than  one  and  one-half  billion  pounds  of 
copp^.  The  foreign  orders  woe  the  laif^  ever  known, 
and  sales,  with  approximate  prices,  including  the  one 
by  the  Anaconda  Coppo*  Company  in  December,  1915, 
were  as  follows:  to  Great  Britain,  December,  1915, 
120,000,000  pounds,  at  22  cents;  to  France,  March, 
1916,  100,000,000  pounds  at  27  cents;  to  Great  Britain, 
April,  300,000,000  pounds  at  27|  cents;  and  toEn^and 
and  France,  September,  1916,  448,000,000  pounds  at  27 
cents.  This  total  of  more  than  950,000,000  pounds  that 
Great  Britain  and  her  allies  took  from  the  market,  to- 
gether with  what  was  contracted  for  by  Ammcan  con- 
sumers, left  the  refineries  bare  of  supines.  For  the  last 
three  months  after  the  large  September  sale,  coppw 
averaged  31 1  cents.  Domestic  buyi^s,  because  of  hig^ 
prices,  had  allowed  stocks  on  hand  to  run  low,  and  then 
with  the  continuing  adx^ance,  hesitated  to  accumulate 
supplies.  During  1916  the  market  was  thus  in  a  feverish 
speculative  condition.  In  spite  of  the  increase  in  the 
output  of  copper  through  1916,  the  average  price  of 
33.84  cents  for  the  last  month  of  that  year  proved  to 
be  the  year's  highest  monthly  avm^age.  The  diacontinr 
uance,  in  December,  by  En^and  and  France  of  the 
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publication  of  statistics  of  foreign  visible  supply,  and  on 
January  1, 1917,  the  formal  taking  over,  by  their  respec- 
tive governments,  of  all  the  English  and  the  French 
copper  stocks,  were  public  acknowledgments  of  an 
undeniable  world  scarcity  of  copper. 

Copper  was  indeed  practically  a  ''  cornered  "  metal. 
Heavy  government  buying  had  to  continue,  and  a 
change  of  policy  was  necessary.  The  last  Anglo-French 
purchase  had  been  sensational  both  in  its  size,  and 
because  of  its  admission  that  it  should  be  deemed  ex- 
pedient to  provide  in  September  so  largely  for  deliveries 
throughout  the  following  year.  While  manufactured 
products,  wholly  or  partly  finished,  continued  to  be 
purchased  in  record-breaking  quantities  and  at  the 
hi^est  prices,  foreign  governments  thereafter,  instead  of 
taking  specified  amounts  of  refined  copper,  bought  only 
from  time  to  time,  and  at  the  best  possible  price,  such 
copper  as  could  be  secured  from  the  large  producers. 
It  was  believed  that  by  the  establishment  of  this  new 
policy  Uie  market  in  the  future  would  not  be  stimulated 
by  figures  of  exaggerated  totals  such  as  were  rumored 
during  the  last  weeks  of  1916.  Except  on  two  occasions 
in  1917,  no  large  sales  have  since  been  featured  in  the 
trade  news. 

Tho  in  the  minds  of  some  people  the  country  was 
tardy  in  declaring  war,  it  is  to  the  credit  of  the  Adminis- 
tration that  the  machinery  for  government  direction  in 
marshalling  the  nation's  supplies  and  in  controlling 
the  productive  forces  was  early  provided.  The  United 
States  Council  of  National  Defense,  composed  of  six 
members  of  the  cabinet,  was  created  by  an  act  of  Con- 
gress, approved  by  the  President,  August  29,  1916.  In 
March,  1917,  the  council  was  fully  organized  and  the 
President  appointed  an  Advisory  Commission  of  seven 
men  expert  in  various  lines.   Bernard  M.  Baruch  having 
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special  knowledge  of  minerals  and  metals,  was  made 
chairman  of  the  Committee  on  Raw  Materials,  Min- 
erals, and  Metals  which  was  created  to  study  and  report 
on  all  sources  and  possibilities  for  securing  such  ma- 
terials as  were  needed  by  the  government.  This  was  not 
a  purchasing  committee,  but  on  the  23rd  of  March,  Mr. 
Baruch  announced  that  a  sale  had  been  made  to  the 
government  of  45,000,000  pounds  of  copper  at  16}  cents 
a  pound,  for  delivery  extending  over  the  twelve  months 
from  April  first.  This  figure  was  based  on  the  actual  ten- 
year  average  of  sales  made  by  the  United  Metals  SeQ- 
ings  Company  from  1906  to  1916.  Since  the  average 
price  per  pound  during  the  first  three  monflis  of  1917 
had  been  30.634  cents,  there  was  to  the  companies 
accepting  this  figure  an  estimated  loss  of  almost  $14,- 
000,000.  The  first  annual  report  of  the  Council  of 
National  Defense,  1917,  states  that  at  this  period  ''  the 
market  price  was  about  35  cents."  To  explain  this 
transaction  it  should  be  remembered  that  a  division  of 
opinion  as  to  our  nation's  attitude  toward  the  war 
existed  throughout  the  country  and  was  especially 
marked  between  the  different  sections.  In  the  financial 
circles  of  the  East,  there  was  more  nearly  an  unanimity 
of  opinion  as  to  the  necessity  for  the  country's  entrance 
into  the  great  conflict,  and  this  united  action  of  the 
copper  producers  was  intended  as  a  patriotic  demon- 
stration that  here  was  a  powerful  industry  not  seek- 
ing opportunities  for  profiteering.  Only  one  of  the 
large  companies  refused  to  accept  a  share  in  this  sale. 
The  price,  however,  was  not  justified  on  any  economic 
principle,  since  too  large  a  proportion  of  the  nation's 
output  could  not  be  produced  for  this  siun.  It  is  a  grave 
question  whether  the  transaction  accomplished  what 
its  sponsors  desired,  and  what  the  companies  certainly 
deserved  to  achieve  by  so  large  a  sacrifice. 
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On  the  18th  of  May,  1917,  the  Cooperative  Committee 
on  Copper  was  appointed  by  the  Committee  on  Raw 
Materials,  the  members  being  representative  producers 
of  copper,  with  John  D.  Ryan  as  chairman.  The  pur- 
pose of  the  Codperative  Committee  on  Copper,  which 
immediately  b^an  work,  was  to  supervise  the  pro- 
duction and  the  distribution  of  copper  by  the  private 
companies  for  the  period  of  the  war,  and  it  was  an- 
nounced that  if  the  conmiittee  were  successful  in  its 
oideavors,  the  necessity  for  commandeering  the  mines 
for  the  sake  of  securing  copper  to  make  munitions  would 
be  removed.  The  burden  of  these  tasks,  however,  was 
some  four  months  later  absorbed  by  the  Copper  Pro- 
ducers Committee,  and  the  Non-Ferrous  Metals  Sec- 
tion of  the  War  Industries  Board,  and  the  Codperative 
Committee  on  Copper  ceased  to  be  an  active  agency. 

The  General  Munitions  Board  of  the  Council  of  Na- 
tional Defense  was  appointed  in  April,  1917,  with  a 
membership  of  twenty-foiu",  seventeen  from  the  Army 
and  Navy,  and  seven  civilians.  In  June,  it  arranged 
with  the  approval  of  the  Chief  of  Ordnance,  for  the  pur- 
chase of  60,000,000  pounds  of  copper  at  25  cents,  but  the 
transaction  was  not  approved  by  the  War  Department. 
It  was  clear  that  the  Secretary  of  War  did  not  wish  to 
assume  responsibility  for  a  price  of  25  cents,  and  there- 
fore requested  that  the  issues  of  profits  and  costs  be 
determined  by  the  Federal  Trade  Commission.  On 
July  30,  1917,  the  General  Munitions  Board  was  suc- 
ceeded by  the  War  Industries  Board,  composed  of 
deven  members.  Its  function  was  to  control  the  pro- 
duction and  distribution  of  all  conunodities  essential  to 
the  conduct  of  the  war,  giving  special  attention  to  the 
vital  war  problems  relating  to  raw  material,  finished 
products,  and  priority.  Authority  was  thus  given  to 
determine  ways  and  means  of  creating,  as  well  as  of 
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using  the  industrial  agencies  of  the  country,  and  also 
power  to  measure  the  relative  urgency  of  the  different 
government  services.    Three  of  its  members  were  con- 
stituted a  commission  to  arrange  purchases,  except 
where  foodstuffs  were  involved.    One  of  the  duties  of 
the  War  Industries  Board  was  to  fix  prices,  but  later, 
on  March  4,  1918,  this  power  was  delegated  to  a  Price- 
Fixing  Committee  with  Robert  S.  Brookings  of  St.  Loms 
as  its  chairman.    This  committee  was  appointed  by  and 
reports  direct  to  the  President.    The  membership  was 
limited  to  nine  including  the  Chairman  of  the  War  In- 
dustries Board  ex  officio.    Foiu*  are  civilians,  of  whom 
three  are  members  of  the  War  Industries  Board  and  one 
is  the  labor  representative,  while  the  Army,  Navy,  Fuel 
Administration,  United  States  Tariff  Commission  and 
the  Federal  Trade  Commission,  are  each  represented  by 
one  member.    Its  duties  include  not  only  the  passing  on 
prices  but  the  establishing  of  a  price-fixing  policy,  and 
the  assisting,  if  desired,  of  the  executive  departments 
in  the  adjustments  of  difficulties  growing  out  of  price- 
fixing  matters.   Prices  are  determined  by  the  conmiittee 
after  costs  as  a  basis  have  been  reported  on  by  the  Federal 
Trade  Commission.     But  the  committee's  determina- 
tion which  is  final,  must  have  measured  not  only  costs, 
but  also  have  considered  problems  of  production  and 
distribution  as  well  as  profits  as  they  are  related  to 
prices. 

In  the  fall  of  1917,  the  I.  W.  W.  strikes  in  Arizona  and 
Montana  seriously  crippled  these  soiurces  of  production 
and  accentuated  because  of  shrinkiag  supplies  the  need 
of  further  cooperation  in  allotting  copper.  But  the  iior 
mediate  cause  of  the  next  step  in  the  organization  of 
control  was  the  fixing  of  the  price  of  copper  on  Septem- 
ber 21,  1917,  at  23i  cents.  By  this  act  demand  and 
supply  as  factors  were  gone,  and  additional  new  ma- 
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ehineiy  was  needed  to  control  distribution.  Seven 
days  later,  September  28,  1917,  a  Copper  Producers 
Committee  was  organized,  and  became  the  controlling 
and  distributing  body  for  the  producers.  Strikes  and 
operating  problems  have  not  been  their  concern,  and  no 
tiep  has  been  taken  by  them  to  increase  production.  On 
October  22,  the  Section  on  Non-Ferrous  Metals  — 
antimony,  aluminum,  copper,  lead,  mercury,  nickel,  and 
line — was  appointed  with  Eugene  Meyer,  Jr.,  as  chief. 
In  February,  1918,  Pope  Yeatman  succeeded  to  that 
tide.  The  Copper  Producers  Committee  became  a  close 
inttf  locking  agency  with  the  Priorities  Committee  and 
with  this  section  of  the  War  Industries  Board  to  help 
the  government  in  securing  its  necessary  requirements 
\mder  the  new  conditions. 

The  Copper  Producers  Committee  was  named  at  a 
meeting  where  practically  all  the  producers  were  repre- 
sented directly  or  by  their  selling  agents,  and  thereafter 
it  acted  for  the  industry  in  dealings  with  the  govern- 
ment.   The  committee  was  clearly  imderstood  not  to  be 
in  an  advisory  relationship  to  the  government,  nor  was 
it  a  legally  authorized  agent  to  act  for  the  producers. 
Two  companies,  however,  became  the  virtual  business 
and  selling  agents.    The  United  Metals  Selling  Com- 
pany, in  connection  with  the  sale  to  the  government  in 
March,  of  45,000,000  pounds  at  16}  cents,  had  volun- 
teered its  assistance  to  the  Cooperative  Committee  on 
Copper  and  accepted  the  responsibility  for  allotting  to 
the  producers  the  several  amounts,  and  for  distributing 
the  same  as  received  from  those  who  shared  in  this 
transaction.    It  was  natural,  therefore,  that  they  should 
volunteer  to  continue  as  agents  in  making  the  necessary 
business  adjustments  between  the  producing  companies 
and  the  government  in  the  distribution  of  supplies  in 
this  country.    On  the  other  hand,  the  American  Smelt- 
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ing  and  Refining  Company,  because  of  its  long  expe- 
rience and  its  very  large  export  business,  voluntarily 
assumed  a  mmilar  responsibility  between  the  producers 
and  foreign  governments.  This  service,  involving  for 
the  companies  a  considerable  increase  in  tiiieir  staffs, 
has  continued  to  be  maintained  without  expense  to  Uie 
government.  Because  there  was  not  enough  copper  to 
meet  the  demands,  all  companies  were  assured  orders  in 
their  proper  proportion,  and  the  right  of  the  committee 
to  act  in  this  capacity  for  all  met  with  no  organized  op- 
position. In  case  of  need,  this  conunittee  could  rely  on 
government  duress,  so  they  with  confidence  pledged  the 
government  that  they  would  answer  for  all  producers 
accepting  for  their  output  the  government  price,  when 
and  as  fixed.  Since  their  organization,  they  have 
successfully  carried  out  the  terms  of  that  agreement. 

With  our  entry  into  the  war,  the  situation  had  be- 
come absolutely  taut  as  regards  supply.  There  was 
hardly  enough  copper  to  meet  contract  needs,  and  then 
only  enough  through  careful  cooperation,  through  the 
inventorying  and  watching  of  supplies,  and  the  gradual 
calling  into  use  of  existing  stocks  wherever  found.  Every 
pound  of  copper  had  to  be  allotted  by  the  careful  match- 
ing of  output  with  the  consumers'  needs,  and  where 
some  particular  brand  of  copper  was  required  by  the 
government,  existing  contracts  were  released.  The 
general  program  for  the  Army  and  Navy  was  growing 
enormously.  The  Secretary  of  War's  estimates  began  at 
$2,800,000,000,  and  $3,000,000,000  was  provided.  But 
in  December  $6,000,000,000  more  was  asked  for,  and  five 
months  later  when  the  bill  was  passed,  the  amount  was 
$12,000,000,000.  It  was  natural  that  government  agen- 
cies should  each  for  themselves  seek  to  get  supplies  for 
their  own  needs  or  for  the  private  contracts  which  each 
had  placed.    War  uses  controlled,  and  individual  ambi- 
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tion  for  iimnediate  results  was  allied  to  patriotism.  The 
inexperience  of  all  concerned  in  war  business,  fear  of 
profiteering,  and  mistrust  of  business  leaders,  were  fiu*- 
ther  factors  that  lead  inevitably  to  competitive  rivalries 
and  congestion.  This  brought  about  marked  contrasts 
—  accumulated  stocks  in  one  quarter,  and  starving  in 
extreme  want  in  another.  Such  were  the  abnormal  and 
almost  panicky  conditions  in  the  fall  of  1917,  requiring 
supervision  and  ordered  control  by  the  government 
agencies  in  cooperation  with  the  Copper  Producers 
Committee. 

The  agreement  between  the  government  and  the  pro- 
ducers was  reached  September  21,  1917,  when  with 
tiie  approval  of  the  President  a  price  of  23^  cents  f.o.b. 
New  York  was  announced  to  continue  for  f om*  months. 
The  advances  to  the  government  at  this  figure  during 
the  six  months  and  more  from  April  7  to  September  21 
amounted  to  between  ten  and  fifteen  million  dollars. 
For  our  own  government  this  was  the  price  of  its  cop- 
per from  the  beginning  of  the  war,  while  for  the  Allies 
and  their  civilians  as  well  as  oiu*  own,  this  price  became 
operative  on  and  after  September  21.  The  Allied  Pur- 
chasing Commission  which  was  appointed  to  prevent 
conflict  between  foreign  government  purchases  and  oiu* 
own,  had  on  September  6  arranged  a  sale  of  77,000,000 
pounds  at  25  cents  in  behalf  of  England,  France,  and 
Italy,  and  the  terms  of  this  sale  were  not  changed. 
Twenty-five  cents  had  been  the  lowest  price  at  which 
the  producers  had  been  willing  to  sell,  so  23}  cents  was  a 
compromise,  since  the  government's  first  and  lowest 
coimter  offer  had  been  18  cents.  With  the  costs  of  pro- 
duction as  established  at  the  beginning  in  1917,  this 
price,  unless  averaged  down  by  the  sale  at  16}  cents  in 
March,  1917,  was  too  generous  to  the  companies  for  a 
similar  proportion  between  costs  and  profits  to  be  long 
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hoped  for  or  continued.  Increased  costSy  however,  soon 
changed  this  proportion  until  now  it  can  be  safely  con- 
tended that  for  most  producers,  the  profits  after  taxes 
are  computed,  are  below  the  normal  for  the  pre-war 
period  before  1914. 

The  interval  of  uncertainty  between  March  23  and 
September  21, 1917,  as  to  what  would  be  the  final  agree- 
ment between  the  government  and  the  private  com- 
panies as  to  price  and  as  to  the  methods  of  handling 
future  business,  largely  ciu1;ailed  new  bujdng  except  for 
immediate  needs.  Deliveries,  however,  were  speeded 
up  so  that  the  large  Anglo-French  order  of  September, 
1916,  the  whole  planned  to  provide  for  the  year  1917, 
was  filled  by  July,  and  old  contracts  continued  to  absorb 
all  available  output.  Prices  dropped  to  their  lowest 
level,  24^  cents,  in  July  and  in  August  of  1917,  with  but 
very  little  copper  changing  hands.  Nevertheless,  the 
average  during  the  entire  interval  of  delay  from  April 
through  September  was  as  high  as  27.29  cents.  The 
course  followed  by  prices  during  this  period  proved 
conclusively  that  consiunption  for  a  long  time  had  been 
running  at  a  rate  which  had  exhausted  surplus  stocks. 
The  1917  average  for  nine  months  through  September 
was  28.4  cents,  and  this  even  tho  it  was  well  understood 
that  government  price-fixing  meant  lower  prices  for  the 
metal.  The  remarkable  fact  is  that  the  market  had 
been  thus  stabilized  and  speculation  so  largely  controlled 
during  a  period  when  producers  might  have  commanded 
15,  20  or  even  25  per  cent  more  for  their  copper,  if 
scarcity  value  had  been  placed  on  their  output. 

In  January  of  1918,  conferences  with  producers  in 
Washington  resulted  in  the  continuance  of  the  existing 
price  until  June  1,  1918.  The  last  of  May  there  was  a 
further  extension  to  August  15,  to  which  the  producers 
did  not  agree.    This  action  of  the  Price-Fixing  Com- 
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mittee  was  the  source  of  much  misunderstandmg,  as 
many  felt  that  with  the  facts  in  hand  as  to  added  costs, 
the  old  price  should  not  have  been  continued  for  seventy- 
five  days.  On  the  producers'  side,  some  sold  their  copper 
under  protest,  assuming  the  price  was  soon  to  be  ad- 
vanced, and  others  acted  on  the  belief  that  the  price  had 
been  fixed  to  August  15.  The  consumers,  however,  were 
almost  unanimous  in  their  assumption  that  the  price 
was  fixed,  and  made  their  contracts  accordingly  on  that 
basis  with  the  government  and  with  private  contractors. 
On  the  2d  of  July  the  War  Industries  Board  announced 
an  interim  advance  to  26  cents  for  the  period  from 
July  2  to  August  15,  pending  the  decision  for  a  longer 
time  on  or  about  August  7.    Increased  costs  had  defi- 
nitely accrued  through  advances  in  freight  rates  effective 
June  25;  immediate  increases  in  wages  were  pending, 
and  necessary  adjustments  required  added  money  al- 
lowances to  the  refineries.    On  these  facts  as  presented 
by  the  producers  and  in  so  far  as  they  could  be  actually 
measured,  the  conunittee  acted,  granting  a  portion  of 
the  advance  desired,  but  not  the  full  amount  of  the 
added  costs.    No  distinction  in  price  was  granted  to  the 
so-called  high  cost  producers.    Because  of  the  suddeness 
with  which  this  interim  advance  was  made,  there  was 
considerable  further  confusion  within  the  trade  and 
consequent  losses,  so  that  similar  action  is  not  likely  to 
be  repeated.    The  analysis  of  the  copper  companies  and 
their  costs  which  was  made  by  the  Federal  Trade  Com- 
mission and  reported  to  the  War  Industries  Board  in 
July,  1918,  has  not  been  given  to  the  public.    At  the 
hearing  in  August,  the  price  fixed  was  continued  at 
26  cents  to  November  first.    On  August  30,  the  Board 
ruled  that  no  price  was  fixed  for  civilians  of  Allied 
countries.    As  in  the  case  of  neutrals  however,  for  them 
very  little  copper  is  available,  and  indeed  no  copper  can 
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be  exported  without  a  government  license  from  the  War 
Trade  Board.  On  October  26, 1918,  a  virtual  agreement 
announced  by  the  War  Industries  Board  was  made  ef- 
fective by  the  President's  approval,  continuing  the  price 
of  26  cents  to  January  1, 1918.  The  Wall  Street  Journal 
estimated,  in  September,  that  with  a  monthly  produc- 
tion of  almost  200,000,000  pounds  of  refined  copper, 
only  5,000,000  pounds  or  2^  per  cent  was  then  avaUable 
for  iises  not  directly  or  indirectly  connected  with  the 
war,  and  of  this  small  amount  the  large  proportion  was 
exported.  By  October,  as  a  result  of  the  plans  for  the 
great  Spring  drive  in  1919,  and  for  the  equipment  of  an 
army  of  four  million  and  more  men  for  overseas  service 
government  demands  exceeded  all  possible  production. 
Price-fixing  of  copper  has  thus  come  to  mean  for  this 
country  practically  a  price  determined  by  the  govern- 
ment to  itself  as  the  consiuner  of  a  commodity,  every 
I>ound  of  which  is  deemed  urgently  needed  for  the  win- 
ning of  the  war.  Priority  orders,  not  advancing  prices, 
are  therefore  now  the  effective  agencies  for  securing  to 
the  government  the  necessary  product  and  distributing 
it  so  as  to  meet  the  nation's  needs. 

The  sequence  here  developed  as  to  the  general  prin- 
ciples of  price-fixing  in  the  United  States,  the  nature 
of  the  particular  industry,  the  uses  of  its  product,  and 
the  history  of  market  conditions  before  and  under  gov- 
ernment control,  makes  clear  the  necessity  of  a  price 
being  fixed  for  copper.  A  price  fixed  for  any  commodity 
must  first  be  justified  as  necessary.  Then  this  action 
must  be  related  to  other  agencies  of  government  war 
control  so  that  altogether  they  may  prove  wisely  co- 
operative and  constructive,  if  the  government  is  to 
seciu*e  adequate  production  for  the  winning  of  the  war. 
Not  necessity  alone,  but,  to  use  the  suggestion  in  the 
phrase  "  quality  of  mercy,"  it  is  the  "  quality  of  wis- 
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dom  "  in  the  exercise  of  these  great  powers  that  is  the 
final  test. 

As  incident,  therefore,  to  the  further  fixing  of  a  gov- 
ernment determined  price,  war  control  agencies  must 
continue  and  do  much  more  work  than  they  have  yet 
done,  to  secure  needed  supplies,  or  even  to  restore  the 
maximnTn  production  of  1916.  Besides  they  must  ob- 
tain added  supplies  through  the  better  organization,  as 
wdl  as  the  increase,  of  all  the  factors  of  production  and 
distribution.  Already  prices  largely  affecting  copper 
costs  have  been  determined  for  coal,  coke,  steel,  and 
lumber.  Still  further  to  control  costs,  prices  may  be 
fixed  for  other  materials  as  well  as  for  the  by-products. 
The  Railroad  Administration  and  the  Priority  Board  by 
their  orders  can  secure  greater  swiftness  and  prompt- 
ness in  deliveries,  and  this  is  especially  essential  as  this 
industry  is  peculiarly  dependent  on  transportation  fa- 
cilities. For  instance,  most  of  the  blister  copper  must 
be  brought  from  smelters  in  the  West  to  refineries  on  the 
Atlantic  seaboard.  One  large  producer  estimated  that 
the  loss  in  production  for  the  year  1917  amounted  to 
over  200,000,000  pounds,  through  coal  shortage,  rail- 
road congestion,  and  the  I.  W.  W.  strikes.  And  this 
includes  no  measure  of  loss  from  temporary  shut-downs, 
intennittency,  and  inefficiency  of  labor  and  its  enormous 
turnover,  due  both  to  the  competitive  bidding  in  in- 
dustry and  to  the  high  wage  scale  paid  on  direct  govern- 
ment work. 

Tlie  registration  on  September  12th  of  men  between 
dg^teen  and  forty-five  demands  new  intimacies  of 
codperation  between  the  government  agencies  and  in- 
dustry. This  last  draft  inevitably  means  serious  im- 
pairment of  the  nation's  output.  It  will  affect  copper 
together  with  other  war  necessities,  through  the  with- 
drawal of  workers  from  essential  industries,  and  through 
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mistakes  growing  out  of  the  diflScultiee  in  assessing  the 
value  of  individual  men  to  their  respective  organiur 
tions.  Men  in  the  draft,  if  our  experience  proves  sim- 
ilar to  England's,  may,  therefore,  actually  be  sent  into 
military  service  abroad,  only  to  be  called  back  because 
found  to  be  moroneeded  in  industry  than  in  the  trenches. 
And  yet, ''  to  be  called  back ''  will  for  our  soldiers  mean 
to  be  withdrawn  from  the  military  into  the  industrial 
service  in  Europe,  in  order  to  meet  thero  om:  own  in- 
creasing needs,  not  only  to  ropair  equipment,  but  also 
to  supplement  and  complete  that  which  we  have  failed 
to  perfect  hero. 

Labor  adjustments  under  the  control  of  the  National 
Labor  Board,  and  enforced  by  the  President,  promise 
r^^lations  which  will  minimize  the  loss  of  time  from 
labor  disputes.  Under  the  United  States  Employment 
Service,  organised  and  effective  August  1, 1918,  thero  is 
established  a  monopoly  in  the  distribution  of  so-called 
unskilled  workers,  which  is  intended  to  reduce  the 
waste  due  to  our  unprecedented  labor  turnover.  This 
form  of  government  aid  will  prove  helpful,  but  a  mining 
industry  is  not  easily  recruited  from  imskilled  labor.  If 
copper  production  is  to  increase,  trained  miners  must  be 
taken  from  the  poorer  and  smaller  metal  mines  and  al- 
lotted to  those  copper  producers  who  have  the  greatest 
capacity  per  unit  of  man-power,  for  the  greater  propor- 
tion of  our  production  comes  from  a  few  large  mines. 
One-half  of  the  entire  output  of  copper  in  this  country 
comes  from  mines  whose  production  in  terms  of  pounds 
per  man  varies  from  two  to  six  times  the  average  of  all 
the  less  advantageously  worked  oro  bodies.  In  1916, 
85.22  per  cent  was  produced  by  thirty-one  mines,  and 
their  percentage  of  the  total  gain  was  90.74  per  cent. 
But  under  the  constitution  of  our  democracy  no  man 
can  be  forced  against  his  will  to  work,  except  after  being 
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drafted  into  military  service  or  under  threat  of  losing 
his  ri(^t8  to  exemption.  Such  constraint  will  be  used 
to  increase  efficiency  and  reduce  labor  turnovers,  and  to 
this  end  standardisation  of  wages  may  yet  be  effected. 
As  these  government  agencies  of  control  are  successful 
in  setting  in  order  the  organisation  and  the  processes  of 
industry,  it  is  the  function  of  the  Price-Fixing  Com- 
mittee to  measure  the  costs,  and  assure  reasonable 
pn^ts  to  private  interests  only  so  long  as  their  facilities 
(A  production  are  essential,  adequate,  and  efficient,  and 
not  wasteful  of  man-power. 

Granted  that  these  government  agencies  give  ade- 
quate cooperation  in  meeting  the  needs  of  the  industry, 
there  remain  three  sources  of  supply  which  require 
particular  consideration  and  perhaps  q)ecial  prices  for 
their  copper  in  order  to  secure  adequate  production. 
These  are,  first,  the  mines  in  foreign  countries;  second, 
the  so-called  high  cost  producers;  and,  third,  ore  bodies 
in  tiiis  country  fully  explored  but  not  now  being  de- 
vdoped.  Increases  could  be  secured  from  foreign 
sources,  if  shipping  were  assured.  Chile  might  continue 
her  annual  increases  in  production  —  39,000,000  poimds 
in  1916  over  1915  —  but  tonnage  is  lacking,  and  for  this 
reason,  it  was  annoimced  in  July,  1918,  that  the  plans 
fcff  doubling  the  capacity  of  the  Chile  Exploration  Cop- 
per Company  were  abandoned.  Peru's  1916  increase 
over  1915  was  nearly  21,000,000  pounds,  but  the  Cerro- 
de-Pasco  Copper  Corporation,  the  largest  mining  com- 
pany in  Peru,  is  at  present  hampered  by  lack  of  ships 
and  its  production  is  decreasing.  From  Mexico,  were 
conditions  normal  and  a  return  possible  to  the  same 
production  as  in  1912,  more  than  40,000,000  pounds 
increase  coidd  come,  and  tJbis  in  spite  of  the  fact  that 
the  1916  production  over  1915  was  nearly  54,000,000 
pounds.   On  the  other  hand,  as  Japan  has  been  supple- 
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menting  her  own  output  since  1916  by  refining  brass 
coins  imported  from  China,  one  firm  having  had  a  eon- 
tract  for  two  hundred  thousand  tons,  it  is  doubtful  if 
Japan  can  be  counted  on  for  much  added  production. 
Her  increased  yield  from  domestic  ores  in  1916  over 
1915  was  13,000,000  pounds.  Countries  at  a  greater 
di^rtance  will  hardly  prove  available  for  additional  sup- 
plies in  this  crisis.  But  there  is  a  price  in  excess  of  the 
price  fixed  in  this  country  which  it  would  pay  us  to 
offer  for  copper  imported  from  neutral  countries,  and  so 
procure  the  contribution  of  thmr  labor  and  ci^tal  to 
satisfy  our  war  needs.  This  result  would  justify  a 
bounty  for  imports  or  even  a  charter  bonus  being  given 
to  neutral  ships  for  this  trade;  or,  best  of  all,  our  own 
Shipping  Board  might  provide  tonnage. 

Increases  of  importance  for  our  war  needs  are  not  now 
possible  from  discoveries,  nor  from  recently  developed 
mines.  Even  from  many  of  the  hi|^  cost  producers  the 
maximum  production  of  1916  cannot  now  be  recovered 
imless  a  special  price  is  made  for  their  product.  The 
normal  procesls  of  copper  mine  development  in  the 
United  States  may  be  briefly  summarized  as  fc^ws: 
first,  discovery  and  exploration  by  prospectors;  second, 
development  by  an  enlarged  ownership  —  one  of  the 
smelting  companies,  or  some  group  of  men  of  wealth, 
taking  a  large  portion,  or  even  acquiring,  not  a  part,  but 
the  whole,  by  purchase;  and  third,  the  offer  of  shares 
to  the  puWc  on  a  speculative  basis.  In  recent  years, 
the  successful  mining  companies,  through  exploration 
departments,  or  by  actually  creating  exploration  com- 
panies, have  used  their  expert  geological  engineering 
staffs,  and  have  examined  himdreds  of  claims  brougjbt 
by  the  prospector  who  was  welcome  if  his ''  specimens  " 
and  ''  showings  "  were  interesting.  In  the  prosperous 
years  1913  to  1916,  the  number  of  copper  mines  in  the 
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Unhed  States  inereased  from  five  hundred  and  sixty- 
three  to  ten  hundred  and  eleveui  or  79.6  per  cent.  The 
gMn  in  this  period,  in  the  number  of  mines  producing 
mora  than  1,000,000  pounds  per  annum  was  twaity-six, 
or25percent.  The  risks  attendant  upon  these  develop- 
ments are  great,  and  the  losses  are  so  numerous  that 
more  and  more  such  undertaldnge  have  gcm^  forward 
onfy  with  the  active  aid  and  the  financial  help  of  the 
large  companies.  Not  one  of  these,  however,  would 
now  contract  for  such  a  development,  and  none  would 
at  any  time  accq[>t  for  consideration  an  engineer's  report 
that  did  not  iwomise  at  least  a  20  per  cent  prc^t.  The 
Kennecott  Copper  Company  in  Alaska  absorbed  the 
Braden  Copper  Company  in  Chile,  and  made  permanait 
its  interest  in  copper  production  by  large  stock  owner- 
diq>  in  the  Utah  Copper  Company.  Anaconda  Copper 
Cooqiaiiy  in  Montana  and  its  officers  own  voy  large 
interests  in  the  Inquratikm  Copper  Company  of  Arizona, 
the  Qreen  Cananea  Ooppex  Company  of  Mexico,  and 
the  Andes  Copper  Mining  Company  in  South  America. 
The  CSiile  Ezi^oration  Company  is  contrdled  by  the 
American  Bmelting  and  Refining  Company  group, 
iftile  the  large  owners  of  Utah  Copper  have  created 
**  Ray  **  in  Arisona  and  ''  Chino ''  in  New  Mexico. 

With  such  risks  to  be  vaitured  in  the  production  of 
copper,  and  often  only  undor  these  conditions  of  co- 
operation, the  general  asiiumption  is  credible  that  no 
price  can  be  fixed  at  this  time  which  will  assure  the 
necessary  qieculative  rewards,  subject  to  taxes,  for  the 
devdopment  of  any  considerable  output  from  prospects 
and  small  mines.  There  should  be  as  Icmg  as  possible 
some  maigin  of  profit  for  the  ''  going  mines  '^  in  this 
dasaifieation,  because  the  government  in  fixing  a  price 
to  secure  production  in  an  essential  industry  assumes 
toward  such  properties  a  reepomsilMlity  for  at  least  pro> 
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priee  kvel  to  ponnifc  the  oontiiia- 

at  m  mimmum  cost 
Otbtfwiae  gov- 
by  eompettuig 
iktmk  to  mB  a*  m  ]am  in  onier  to  asve  die  ce|Ktal  in- 
serted together  with  aome  Rnment  of  ther  orguiifl^ 
tioa.  Specal  priees  nnf^  weD  ineoie  some  eondmied 
cntputt  wmA  oneD  eupifieB,  thgrefote,  may  be  eqieeted 
ftein  the  Bine  hundred  a^d  foorleen  mineB  iH^ 
pwidueed  about  50,000,000  povndB^  or  an  ttverage  from 
eadi  mine  of  anprasimatoly  50,000  pounds. 

Thero  were  in  1916,  nine^  ueien  copper  mines  pio- 
dncing  men  than  1«000,000  pounds  m  year;  and  of  these 
the  ^Nitpu  t  of  fifty-fire  was,  far  eadi,  leas  than  6,000,- 
OOOpoimdsw  As m  unit  of  measoDte,  eadi  miDion  poonds 
at  m  profit  of  ten  cente  a  pound,  without  deduction  for 
taoDes,  nets  f or  a  conqiany  $100,00a  Hie  ou^iut  of  the 
fifty-five  mines  probably  mvm^^  2,000,000  pounds,  so 
tiiet  this  productaon,  if  ore  in  sight  continued  equal,  and 
an  amount  for  amortJMtion  diaiguB  were  induded  in  the 
costs,  would  allow  for  each  mine  $300,000  net  income, 
subject  to  laws  for  taxation  iriuch  do  not  yet  take  into 
account  the  peculiar  ndx  and  hasards  of  mining  opersr 
tioDSL  Fbr  theee  properties*  any  balance  after  dividends 
and  taxes  will  not  provide  much  money  for  leinvest- 
mmt  in  plant  devefepmeut^  There  remain,  therefore, 
forty-two  mines,  cuch  with  an  output  of  more  than 
&,000«000  pounds,  from  which  comes  more  than  90  per 
cent  of  the  gain  in  any  one  year's  production.  The 
variation  in  cost  between  these  large  producers  over  a 
series  of  years  is  aboui  two  cents  a  pound,  and  for  the 
smaller  from  iwo  to  eigbt  cHits.  Reasonable  a4iuB^ 
ments  of  existing  contracts  haw  afaeady  been  made  be- 
twum  the  mines*  the  smeliws  and  the  refineries,  and 
the  cupacity  of  the  eeselteis  and  rrfmeries  at  pwaeut  re- 
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quiiw  no  increase  in  (mler  to  handle  the  domeotic  outi^ 
and  our  foreign  imports.  The  vital  question,  therefore, 
is  what  price  fixed  will  afford  the  assurance  necessary  to 
induce  these  larger  copper  companies,  some  of  which  are 
hi|^  cost  and  some  low  cost  producers,  to  increase  to  the 
utmost  Hieir  developed  as  well  as  their  yet  undeveloped, 
but  known,  ore  bodies  ?  War  is  naturally  a  laggard  in 
its  industrial  control,  consuming  accumulated  suj^lies 
never  intended  for  its  use,  and  allowing  production  by  so 
much  and  more  to  decrease,  until  essential  industry  is 
organized  to  obey  its  command  for  the  development  of 
aU  available  sources.  The  spirit  of  war,  whether  its  aims 
ire  conquest  for  a  dominant  place  under  the  sun,  or  for 
human  freedom  and  organized  peace  among  the  peoples 
upon  thf  earth,  consumes,  imtil  the  issue  is  decided,  all 
resources;  and  always  the  necessary  next  steps  will  be 
taken  for  the  sake  of  national  safety. 

The  industry  at  every  stage  of  production  faces  hi^ 
eosts,  with  scarcity  and  inefficiency  of  labor  cutting 
down  smiously  plant  per  unit  output.  The  result,  so  far 
in  1918,  is  a  probable  further  decrease  in  supplies  of 
refined  copper  of  100,000,000  pounds.  Since  tiie  first 
announcement  of  the  government  determined  price,  the 
diares  of  four  of  the  largest  producers  have  shown,  as  of 
July  1,  1918,  a  shrinkage  of  about  $50,000,000.  Present 
conditions  and  the  excess  profits  tax  do  not  encourage 
these  larger  copper  companies  to  reinvest  their  earnings, 
or  to  raise  new  capital  to  increase  plant  output.  In 
fact,  if  one  were  to  assume  a  5  per  cent  allowance  for 
amortization  and  an  80  per  cent  excess  profits  tax,  an 
increase  of  mining  capacity  at  this  time  would  mean  for  a 
p>iiig  mine  a  waste  of  principal  and  of  ore  reserves,  even 
if  no  account  were  taken  of  extravagant  costs  of  new 
installations.  As  a  copper  mine  is  a  liquidating  asset, 
pioduction  and  increases  must  net  for  its  stockholders 
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profits  somewhere  near  the  nonnal  avenoe,  considerifig 
the  past  and  the  future,  as  well  as  the  life  of  the  mine; 
otherwise  the  copper  deposits  will  be  left  undisturbed 
and  production  will  not  increase.  Steadily  rising  costs 
have  thus  their  retarding  effect.  Even  if  a  marimimi 
price  is  once  more  named  and  allowed  to  continue,  the 
industry,  which  because  of  government  needs  must  in- 
crease its  production,  will  nevertheless  soon  bring  to 
the  War  Industries  Board  the  questions  of  what  reason- 
ftble  mining  profits  are,  and  on  what  c^>itali2ati<m, 
depreciation,  and  amortisation,  the  large  producers  can 
figure.  Not  until  such  questions  have  been  answered 
can  the  industry  itself  be  stabilised  for  purposes  of 
maximum  production,  nor  can  the  government  know 
whether,  imder  its  cooperative  control,  it  can  secure 
through  private  companies  adequate  supplies.  To  this 
end  it  is  a  question  whether  the  prices,  first  of  23|  cents, 
and  now  of  26  cents,  have  not  accomplished  all  that  is 
possible  under  existing  conditions.  The  price  can  be 
again  advanced  as  far  as  necessary  to  assure  reasonable 
profits,  but  hardly  far  enough  to  secure  adequate  pro- 
duction. Detailed  prices  affecting  different  stages  can 
be  determined;  or  both  a  maximum  and  minimum  price 
established  for  a  definitely  long  period  of  time;  or  the 
possibility  of  speculative  profits  can  be  restored  by  pro- 
viding that  increased  production  above  any  one  mine's 
best  maximum  shall  be  free  from  "  excess  profits  "  taxa- 
tion during  the  war.  Too  much  of  uncertainty  and  too 
precarious  a  business  risk  even  then  exists,  and  espe- 
cially so  with  judgment  and  action  dependent  upon  the 
duration  of  the  war,  on  present  high  costs,  and  on  the 
possible  changes  in  economic  and  social  conditions  after 
the  war.  There  remains  the  possibility  of  gov^iunent 
codperation  in  enlarging  at  once  the  facilities  of  produc- 
tion in  some  of  the  mines  of  lowest  cost  p&c  unit  of  man- 
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pofrer,  and  in  the  end  and  only  as  a  last  reaorti  the 
actual  ecwnmandeering  of  the  mines.  With  the  copper 
industry  ao  hig^y  centralised  and  also  its  large  ci^ir 
taliaed  wealth,  government  control  has  so  far  proved 
eaaly  effective.  It  has  had  to  use  <mly  the  compulsion  of 
motivee  of  self-inteiesty  and  yet  on  the  producers'  side  it 
has  been  shown  that  more  than  this  minimum  response 
has  been  given.  Since  price-fixing  began,  the  whole 
trade  readjustmoit  has  been  made  with  such  exceptional 
moothnessy  and  has  been  withal  so  efficiently  managed, 
that  it  will  prove  difficult,  as  well  as  a  solution  of  doubt- 
ful expediency,  to  lessen  the  efficiency  of  the  present 
established  unity  of  control,  especially  if  it  is  in  any  way 
to  break  up  this  complicated  organization  as  already 
established. 

Whatever  may  be  the  probabilities  as  to  successive 
price  detennination  in  the  future,  and  admitting  that 
the  increase  over  pre-war  prices  for  copper  has  been  85 
per  cent  as  against  larger  increases  in  other  products, 
the  War  Industries  Board  is,  nevertheless,  assured  that 
the  producav  are  giving  their  best  and  most  loyal  en- 
deavor in  spite  of  the  imcertain  economic  conditions. 
Since  our  entry  into  the  war  no  charge  of  profiteering 
has  been  justified  against  the  copper  industry,  and  gov- 
ernment direction  and  codperation  have  proved  abso- 
hitdy  essential.  Government  price-fixing  carries  with 
it  the  reqx>nsibility  for  a  system  of  distribution,  the  as- 
surance to  capital  of  a  return,  however  temporarily  re- 
duced by  taxation,  and  the  prevention  of  strikes  through 
a4JQBtment  of  labor  demands.  Ultimately,  the  govern- 
ment must  give  its  help  in  controlling  high  costs,  so  that 
an  adequate  production  may  be  secured  and  victory 
won.  For  these  ends  our  democratic  government  has 
found  it  necessary  to  delegate  to  its  representatives,  a 
few  men  chosen  by  the  Plresident,  these  great  quao- 
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judicial  powwrs  over  the  nation's  industrial  life,  and 
while  the  Price-Fixing  (Committee  has  thus  far  exercised 
its  authiuity  only  by  fixing  a  maxifnum  price  for  re- 
fined copper,  its  continued  responsibility  and  the  assured 
co-operation  of  patriotic  endeavor  within  the  industry 
win  guarantee  that  the  supply  <A  copper  shall  not  fail 
in  meeting  the  war  needs  of  our  own  government  and  of 
the  Allies. 

Lewis  Ebnnbdt  Mobsb. 
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I.    PUBPOSS 

Two  purposes  are  in  mind  in  making  the  present 
study  of  family  expenditures  in  a  rural  suburb  of  the 
city  of  Peking,  China.  The  first  is  its  bearing  on  other 
siimlar  investigations  made  in  this  and  in  other  coun- 
tries and  on  the  conclusions  reached  by  Engel  ^  in  the 
fifties  and  modified  by  more  recent  students  of  the 
problem.    The  second  is  to  present  to  the  well-fed  Oc- 

>  ny*  ttady  of  family  «speiiditarM  and  the  »pi>UeaUon  of  Eacel*t  Law  in  »  littlo 
in  North  CUii*  it  but  %  tgrngmant  of  %  larger  ttwiy  of  the  Standard  of  liiringln 
o«  whieh  the  witter  hae  vorked  for  eome  three  yean  at  Tiins  H«a  CoUes*  (the 
Indemnity  College)  in  Peldng.  China,  and  to  eomplete  which  he  it  returning 
•e  that  plMttUe  year.    Beta*  hot  a  ehapter  f fom  a  hwier  work,  eome  nhaaie  of  tlM 
wOl  aeem  inadequately  treated  bat  thie  ie  beeauee  they  are  being  more  fvfly 
in  other  eonneetioaa. 
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cidental,  who  thinks  he  knows  by  experience  what  eco- 
nomic pressure  is,  a  picture  of  real  pressure  as  it  eidsts 
in  the  Orient  and  an  example  of  the  limits  to  which 
a  minimum  plane  of  existence  can  be  pushed. 

II.  SouRCB  OF  Data 

The  data  here  presented  are  gathered  from  an  inten- 
sive study  of  the  incomes  and  expenditures  of  one 
hundred  and  ninety-five  Chinese  and  Manchu  families 
and  are  supplemented  with  a  study  of  the  expenditures 
of  ninety-three  employees  at  Tsing  Hua  College.  The 
one  hundred  and  ninety-five  f amUies  are  scattered  at 
random  over  the  entire  district  surrounding  the  college 
which  is  located  some  five  miles  outside  the  west  gate  of 
the  city  of  Peking.  While  many  of  them  are  farmers 
they  are  all  villagers  and  come  from  more  than  a  dozen 
different  villages.  The  families  of  the  employees  studied 
are  scattered  over  the  entire  province  of  Chili  in  which 
the  city  of  Peking  is  located. 

The  investigation  was  made  by  the  students  of  the 
college  under  the  supervision  of  the  Department  of 
Social  Science,  a  regular  part  of  the  course  in  Political 
Economy  each  year  being  a  survey  of  this  sort.  It 
would  be  difficult  to  find  a  more  carefully  selected  group 
of  students  than  these  who  are  gath^:^  from  every 
province  in  the  country  to  be  prepared  for  advanced 
study  in  America.  These  f  utiure  leaders  are  keenly  alert 
to  China's  social  and  economic  problems  and  make,  not 
only  careful  and  efficient  but  sympathetic  investiga- 
tors, to  work  with  whom  has  been  a  joy.  From  this 
source  and  from  the  work  of  a  paid  investigator,  the 
following  and  other  varied  material  has  been  accumulat- 
ing since  1914  when  the  task  was  first  undertaken. 
Hiis  investigator  was  a  young  man  with  a  family  who 
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lived  the  life  of  the  people  in  one  of  the  near-by  villages. 
He  understood  their  problems,  for  the  standard  of  living 
he  was  investigating  was  the  standard  he  was  maintain- 
ingy  but  he  spoke  English  and  was  much  more  intelligent, 
having  been  educated  in  a  Mission  College.  The  assist- 
ance cKf  the  Tu  See,  or  Military  Governor  of  the  district, 
must  also  be  acknowledged.  This  gentleman,  being  con- 
vinced of  the  sincerity  of  our  effort,  even  went  so  far 
as  to  turn  over  to  us  the  official  records  of  his  Yamen, 
or  office.  This  consisted  mainly  of  a  census  of  the 
district  made  about  1912.  It  was  translated  by  the 
students  and  proved  a  valuable  source  of  information. 

A  partial  list  of  the  studies  made  during  this  time 
includes  —  a  study  of  the  living  conditions  in  the  vil- 
lages of  the  district,  a  study  of  family  budgets,  a  study 
of  the  budgets  of  servants  and  their  families,  a  study  of 
how  the  college  servants  spend  thdr  time,  a  social  survey 
of  the  village  of  Chen  Fu,  and  numerous  population 
studies  of  the  district. 

In  making  this  study  a  complete  questionnaire  was 
prepared^  which  was  studied  in  detail  by  the  students 
before  being  taken  into  the  field.  Here  almost  insur- 
mountable difficulties  were  met  but  patience  and  per- 
severance rewarded  us  with  a  small  number  of  reports, 
the  trustworthiness  of  which  we  could  be  reasonably  cer- 
tain of.  In  order  to  obtain  the  one  hundred  and  ninety- 
five  cases  here  represented  more  than  three  himdred 
families  were  examined;  and  of  more  than  two  himdred 
rqMxrts  of  college  employees,  less  than  one  himdred 
c(Hild  be  used.  The  reason  for  this  large  percentage  of 
imrdiability  was  the  ignorance  and  suspicion  of  those 
investigated.  As  it  was  in  no  case  possible  for  the  ig- 
norant villager  to  mi^e  out  his  own  budget  or  even  give 
very  definite  answers,  and  as  he  would  have  refused  if 
he  had  realised  what  the  investigator  was  about,  the 
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crosB-examinatioii  method  had  to  be  patiently  and  per- 
sifltently  used.  Repeated  visits  had  to  be  made  and  the 
investigator  had  to  fill  out  his  questionnaire  from  the 
fragmentary  information  he  secured  from  time  to  time* 
This  did  not  secure  statistically  exact  inf (Hmation,  but  it 
did  insure  uniform  and  fairly  accurate  reports,  provided 
the  answers  were  not  purposely  misleading.  That  they 
were  in  so  many  cases  evidently  false  and  had  to  be 
discarded  is  amply  explained  by  the  healthy  fear  the  na- 
tive of  tiiis  land  of  the  bitter  struggle  normally  has  of 
any  and  of  all  outsiders  who  may  be  trying  to  exploit 
him.  Even  the  college  servants  had  to  be  (^cially 
assured  that  we  had  no  ulterior  motives  in  addng  these 
questions. 

Three  years  of  experiment  and  weeding  out  makes  us 
confident  that  the  cases  we  have  retained  are  represen- 
tative and  trustworthy.  It  has  been  our  aim  to  err  on 
the  side  of  strictness  rather  than  too  great  leniency.  In 
some  cases  the  evident  crookedness  of  the  individual 
investigated  has  led  us  to  discard  otherwise  normal 
reports.  In  general,  however,  the  discarded  data  were 
either  incomplete  or  were  so  far  from  normal  in  some 
one  or  more  expenditiu'es  as  to  make  them  obviously 
impossible.  Here  it  has  been  necessary  to  rely  very 
largely  on  the  judgment  of  the  Chinese  investigators  in 
discovering  these  errors. 

III.   Limitations 

Only  those  who  have  lived  in  China  can  sympathise 
with  the  investigators  in  the  difficulties  encountered  in 
making  the  present  survey.  Ignorance, .  superstition, 
fear,  and  even  hate  have  worked  against  us.  We  have 
tried  to  use  strictly  scientific  methods  and  to  produce 
statistically  correct  results  but  at  best  we  can  claim  no 
more  for  our  results  than  that  they  are  estimates  which 
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we  have  so  earef uUy  studied,  checked,  and  rechecked 
that  we  fed  very  sure  of  our  ground.  For  this  reason 
we  are  venturing  to  present  th^n  in  statistical  form,  tho 
statistical  accuracy  in  the  sense  that  we  know  it  from 
the  studies  of  Dr.  Chapin  and  Mrs.  More  has  been, 
from  the  nature  of  the  case,  impossible.  We  venture 
also  to  compare  tiiese  results  with  those  obtained  in 
Europe  and  America  because  they  so  clearly  show  the 
same  general  tendencies  in  spite  of  the  tremendous 
difference  in  the  standards  of  living. 

It  must  be  definitely  understood  that  this  is  an  inten- 
sive study  of  a  particular  district  rather  than  an  exten- 
sive study  of  the  whole  coimtry.  We  cannot  even  be 
sure  that  it  is  a  fairly  representative  plot.  It  represents 
the  actual  living  conditions  in  a  little  district  of  less 
than  seven  square  miles  to  the  northwest  of  the  capital. 
It  is  called  the  First  Division  of  the  Western  Suburb, 
and  in  these  few  square  miles  is  supported  a  population 
of  more  than  eight  thousand  people.  There  are  eight- 
een villages,  and  more  than  three  square  miles  are 
occupied  by  the  deserted  gardens  of  princes  and  the 
famous,  now  ruined,  palace  of  Emperor  Chen  Limg. 
This  give  us  a  density  of  population  scarcely  equaled 
in  many  of  our  smaller  American  cities. 

The  individual  character  of  the  problem  is  compli- 
cated by  the  fact  that  the  district  is  largely  occupied  by 
the  now  destitute  Manchus  who  formerly  lived  here  in 
opulence  and  ease  on  the  tribute  money  exacted  from 
the  conquered  Chinese.  Today  the  Chinese  are  masters, 
and  all  outside  income  has  ceased  with  the  exception  of 
a  SQiall  pension  doled  out  to  them  by  the  deposed  im- 
perial family.  Their  condition  in  this  period  of  tran- 
sition and  the  provision  which  will  have  to  be  made  for 
their  future  constitute  one  of  China's  foremost  social 
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Whether  or  not  these  data  are  typical  of  the  Orient  or 
even  of  China  only  time  and  other  similar  studies  can 
tell.  The  Chinese  associated  with  me  in  the  work  feel 
that  they  are  very  exceptional  and  that  other  parts  of 
the  coimtry  will  mi^e  a  better  showing,  but  American 
friends  from  the  south  of  China  are  under  the  impres- 
sion that  that  section  of  the  country  will  r^^ter  an 
even  severer  economic  and  population  pressure. 

Therefore  we  are  justified  in  taking  this  study  only 
for  what  it  is:  a  statistical  estimate  of  the  standard  of 
living  actually  obtaining  in  a  small  district  some  five 
miles  outside  the  capital  of  the  Chinese  Republic. 

IV.  The  Classes  Represented 

Three  distinct  classes  of  people  are  studied  in  the 
fdlowing  tiables  only  three  of  which  can  be  combined 
and  these  not  with  entire  satisfaction.  Their  value  lies, 
however,  not  in  our  ability  to  sum  them  up  in  one  table 
but  the  manner  in  which  they  complement  each  other. 
Each  very  definitely  shows  precisely  the  same  main 
tendencies.  As  the  studies  of  these  classes  were  made 
independently  and  at  different  times,  this  constitutes 
the  strongest  single  proof  of  their  reliability. 

The  one  hundred  and  ninety-five  families  in  Tables  II 
and  III  are  divided  into  Chinese  and  M anchus.  The 
different  characteristics  of  the  two  peoples,  the  dif- 
ference in  their  standards  and  morality,  and  the  dif- 
ference in  their  industry  and  source  of  income,  maka 
these  two  tables  of  value  for  purposes  of  comparison 
but  difficult  to  combine.  We  find  that  within  the 
same  expenditure  group  the  relative  importance  of  the 
same  item  of  expenditure  varies  greatly.  The  Chinese 
have  no  cases  in  the  lowest  expenditure  group  and  the 
Manchus  have  no  cases  in  the  highest.    For  this  reason 
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it  has  seemed  best  to  omit  all  data  in  these  two  groups, 
in  the  final  table  combining  the  entire  one  hundred  and 
ninety-five  cases. 

The  families  represented  have  been  taken  at  random 
fran  the  whole  district.  They  represent  farmers,  m&- 
dumics,  tradesmen,  day  laborers,  drivers,  carpenters, 
barbers,  and  in  fact  all  classes  from  b^gars  to  gentle 
folk.  No  attempt  has  been  made  to  choose  one  class 
or  one  leveL  Any  case  presented,  no  matter  what  the 
claas  or  status^  has  been  retained  if  trustworthy.^ 

The  servants  (Tables  IV  and  V)  represent  a  class  by 
themselves  and  are  of  only  supplementary  value  to  the 
study.  They  have  regular  incomes  and  are  furnished 
with  housing  and  light  and  fuel.  They  can  get  good 
food  (according  to  their  standards)  at  a  minimum  cost, 
and  they  regularly  send  a  large  proportion  of  their  in- 
eomes  home  to  their  families  in  case  they  depend  on 
them  for  support.  Such  budgets  cannot,  of  course,  be 
o(»npared  with  the  above  general  family  budgets.* 

V.  The  Tables 

Table  I  compares  the  distribution  of  Chinese  and 
Manchu  incomes.  The  median  in  each  case  falls  in  the 
I90-$109  group,  but  the  Manchu  has  a  larger  number 
in  tiie  lower  income  groups  and  the  Chinese  in  the 
hi^er. 

A  still  more  important  fact  is  that  75  per  cent  of 
the  income  of  the  Manchu  family  is  derived  from  the 
pension  and  the  house  which  is  given  with  it.   Only  13 

1  AiUHotuufttaiy  oae-tliird  of  the  men  repreeented  in  the  familiee  inreetigmted  aie 
oti»4liird  ere  fermen,  oii»«izth  are  emaU  dealere,  and  one'^ixth  are 


•  In  aaotlMretodycl  the  e[ipendHureecloolk«eemi>>Qyeee  they  were  found  to  hare 
an  avence  ineome  ol  $08.71  ol  whieh  an  aTerage  amount  of  $30.91  wae  eent  home  to 
th^'femflhe  Of  the  fanOfiee  of  aenranta  $$  per  eent  earned  by  their  own  efforte  leee 
thin  the  amoot  aent  home  to  them  and  81  per  eent  earned  nothini  at  aU. 
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of  the  remaining  25  per  cent  comes  directly  from  an 
occupation.  In  the  entire  district  where  there  are  more 
Chinese  than  Manchus  two  himdred  and  eighty-five 
Manchus  are  reported  as  without  occupation  as  against 
ninety-one  Chinese.  The  Manchu  does  not  like  to  work. 
He  has  been  known  to  pull  up  the  brick  tiles  of  his  floor 

TABLE  I.    A  Comparison  of  thb  Incombs  or  CHDora 

AND  Manchu  Famiubs 


Incxxme  in  Chinese 
DolUrt 

One  Hundred  Chineoe 
FunUiflS 

Ninetj-five  Manehn 
FkmiKca 

aO-  49 

0 

9 

60-  69 

11 

16 

70-  89 

14 

21 

90-109 

26 

24 

110-129 

16 

12 

iaO-149 

13 

11 

160-169 

8 

3 

170-189 

2 

0 

190-209 

6 

0 

210-229 

2 

0 

230-249 

3 

0 

260-269 

1 

0 

and  sell  them  first.  In  one  village  of  some  forty  families 
three-quarters  of  the  homes  were  thrown  open  to  the 
soldiers  of  the  near-by  barracks  and  a  thriving  business 
in  prostitution  was  done.  Children  are  an  economic 
asset.  This  is  a  striking  indication  of  the  Manchu 
problem.  The  Chinese  living  and  working  in  the  saine 
district  have  no  pension  and  yet  are  in  much  better 
economic  condition  and  live  happier  and  more  useful 
lives. 

A  comparison  of  the  distribution  of  expenditures 
(see  Table  II)  shows  the  same  tendency.  For  Chinese 
the  median  expenditure  group  is  $00-$109  while  for 
Manchus  it  is  $70-$89. 
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Tables  II  and  III  show  respectively  the  percentage 
and  the  average  expenditures  for  various  purposes  of 
one  hundred  and  ninety-five  Chinese  and  Manchu 
families.  For  purposes  of  comparison  the  one  hundred 
Chinese  and  the  ninety-five  Manchu  families  are  treated 
both  separately  and  collectively.  In  addition  the 
average  income,  average  expenditure,  average  surplus 
and  deficit,  and  average  size  of  the  family  are  shown 
for  each  group. 

Correlation  is  according  to  expenditure  rather  than 
income.  Seven  $20  classes  are  used,  beginning  at  $30 
and  ending  with  $150  or  over.  Reducing  this  to  Ameri- 
cim  money  the  range  would  be  from  $15  to  $75  and  over. 
Investigations  made  in  this  country  generally  use  a 
range  of  from  $200  to  $1500.  A  comparison  of  the  two 
shows  a  gulf  which  cannot  be  accounted  for  by  the 
greater  purchasing  power  of  the  dollar  in  China  nor 
yet  by  the  fact  that  most  American  investigations  have 
been  made  among  city  dwellers  while  this  is  a  rural 
community.  Making  allowance  for  every  difference  of 
this  sort  we  still  have  a  discrepancy  for  which  it  is 
possible  to  account  only  by  the  great  difference  in  the 
standard  of  living. 

In  none  of  these  tables  has  the  attempt  been  made  to 
reduce  Chinese  to  American  money  owing  to  the  con- 
stantly fluctuating  exchange  between  the  two  countries 
and  the  difference  between  the  real  value  of  the  two 
declare.  The  writer  has  seen  the  American  dollar  fluctu- 
ate more  than  one  himdred  points  in  value  in  the  space 
of  a  single  year  in  China.  For  the  five  years  ending 
January,  1916,  the  average  value  of  the  American  dollar 
in  Chinese  dollars  was  a  fraction  less  than  $2.25.  In 
general,  however,  where  the  actual  exchange  of  money 
18  not  concerned,  it  is  customary  to  figure  on  an  exchange 
of  two  for  one. 
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Expenditures  are  classified  under  the  usual  five  heads 
—  food,  clothing,  light  and  fuel,  rent,  and  miscellaneous. 
Under  the  first  fom*  are  included  all  subsistence  wants 
while  under  the  last  must  be  included  that  indefinite, 
always  growing,  ever  insistent  class  of  needs  amongst 
which  are  education,  books,  travel,  recreation,  social 
obligations,  medical  attendance,  insurance,  spending 


TABT*E    rV.      EXFBNDITURM  OF 

NnnBTT-THRSE  Skryamtb 

Expenditure 
Grouptby  $20 

ClMMB 

No.  of 
Cases 

Of 

offotol 

sent 

Home 

of  Total 

spent 

on  Self 

Per  cent  of  Total  Ezpenditars  on 
Self  for 

Food 

Clothinc 

Other 
NeosMi- 

tiea 

Bfisosi- 
laneooi 

$30-649 

60-  09 

70-  89 

90-109 

110-129 

130-149 

leOOrer 

7 
13 
12 
61 
10 

•   • 
ft  • 

4.6 
26.0 
36.0 
47.0 
63.6 

•  • 

•  ■ 

96.6 
76.0 
64.0 
63.0 
46.6 

*  • 

•  • 

84.7 
76.0 
70.0 
69.6 
63.0 

•   • 
>   ■ 

13.2 
19.8 
22.2 
18.6 
21.0 

•  • 

•  • 

1.4 
2.0 
3.0 
8.7 
10.8 

•  • 

•  • 

•      .7 
1.2 
2.5 
3.6 
0.1 

■  • 

money,  et  cetera.  It  is  a  nice  little  problem  to  estimate 
what  per  cent  of  the  total  expenditure  can  be  devoted 
to  each  of  the  above  when  less  than  a  dollar  a  year  is 
available  for  miscellaneous  expenditures.  The  results 
here  shown  make  it  evident  that  the  standard  of  living 
is  to  be  measured  not  by  the  per  cent  of  the  income  spent 
for  food  but  by  the  per  cent  remaining  for  these  mis- 
cellaneous purposes  after  the  mere  subsistence  wants 
have  been  satisfied.  In  neither  Mrs.  More's  nor  Dr. 
Chapin's  studies  do  we  find  the  per  cent  of  expendi- 
ture for  food  decreasing  regularly  as  the  income  in- 
creases. The  irregularity  in  the  case  of  Dr.  Chapin's 
study  is  hard  to  explain.  In  neither  of  the  above  two 
cases  would  it  be  possible  to  use  this  per  cent  as  an 
index. 

In  Tables  IV  and  V  the  expenditures  for  servants  are 
presented  in  the  same  general  manner  as  for  Chinese 
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and  Manchu  families  in  Tables  II  and  III.  Owing  to 
the  different  conditions  obtaining,  as  indicated  above, 
the  purposes  of  expenditure  are  slightly  different.  The 
general  expenditure  is  divided  into  the  amount  sent 
home  and  the  amount  spent  on  self.  Expenditures  on 
sdf  are  divided  into  food,  clothing,  other  necessities, 
and  luxuries.    The  same  expenditure  groups  are  used. 


TABLE  V.  Aykbaos  ExFBNDiruxas  of  Ninstt-thrse 

Servants 


Avtran 

Total 

Ineome 

Am't 

sent 

Home 

Spent  OD  Self 

Gram  by  $20 

Total 

Food 

Clothing 

Other 

Neceeai- 

tiea 

Misoel. 
lAoeoiis 

$30-$40 

50-  60 

70-  80 

90-100 

110-120 

130-140 

ISOOtv 

$44.5 

61.0 

81.0 

09.0 

117.5 

•  ■ 

•  • 

$    .3 
15.5 
20.0 
46.0 
63.8 

•  • 

•  • 

$42.5 
45.5 
52.0 
53.0 
54.2 

•  • 

$36.0 
35.0 
36.5 
36.7 
34.0 

•  • 

•  • 

$5.5 
9.0 

11.6 
9.8 

11.2 

•  • 

•  • 

$  .6 

.9 

1.6 

4.6 

5.5 

•  • 

$  .3 

.5 

1.3 

1.9 

3.3 

•  • 

•  • 

VI.  Analysis  of  Tables 

Surplus  and  deficit.  All  Manchu  families  show  a 
deficit  till  an  expenditure  of  $90  is  reached.  The  record 
for  Chinese  is  much  better,  as  in  even  the  lowest  expen- 
diture group  there  is  no  deficit  and  at  $70  they  begin  to 
save.  Deficits  go  as  high  as  4  per  cent  and,  omitting  one 
group  which  is  very  exceptional,  the  surplus  attains  the 
same  per  cent. 

Food,  The  average  expenditure  for  food  increases 
as  the  general  expenditure  increases,  but  not  propor- 
tionally, for  the  per  cent  decreases.  This  is  regularly 
demonstrated  by  the  Manohus  and  Chinese,  separately 
and  together,  and  by  the  servants.  The  per  cent  ex- 
pended for  food  varies  from  a  maximum  of  83  per  cent 
for  Manchus  in  the  lowest  expenditure  group  to  a 
minimiim  of  68  per  Cent  for  the  same  people  in  their 
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higheet  expenditure  group.  The  miniiiuiTn  average 
expenditure  is  $34.20  per  year  for  an  average  family  of 
2.5  Manchus,  and  the  maximum  is  an  average  of  $132.40 
for  a  family  of  4.5  Chinese.  The  average  eiq)enditure 
for  food  for  servants  remains  in  all  groups  very  close  to 
$36  which  is  the  regular  cost  of  board  for  servants  at  the 
school. 

The  interesting  thing  to  note  here  is  that  we  have 
a  wider  range  of  variation  among  the  Manchus  than 
among  the  Chinese  in  the  per  cent  spent  on  food.  The 
reason  is  that  the  thrifty  Chinese  are  less  willing  to  cut 
down  on  food  for  the  sake  of  luxuries  than  are  their 
former  masters,  the  Manchus.  This  tendency  we  shall 
see  again. 

Clothing.  In  every  case  the  average  amount  and  the 
per  cent  spent  for  clothing  show  a  marked  tendency  to 
increase.  The  per  cent  spent  on  clothing  varies  from 
.7  per  cent  to  9.8  per  cent  and  the  average  amount 
varies  from  $.30  to  $18.  The  Chinese  spend  both  a 
larger  per  cent  and  a  larger  average  amoimt  than  do  the 
Manchus  on  this  item.  Here  is  another  place  where  the 
Manchus  can  cut  down  in  order  to  get  the  luxuries  he 
once  was  used  to.  The  servants,  due  to  the  character  of 
their  work  spend  a  relatively  large  amoimt  on  clothing. 

Light  and  fuel.  The  average  amount  spent  on  light 
and  fuel  shows  a  marked  tendency  to  increase  and  the 
per  cent  shows  a  slight  tendency  in  the  same  direction. 
In  other  investigations  the  per  cent  for  this  item  either 
decreases  or  remains  the  same.  The  reason  for  this 
difference  lies  in  the  fact  that,  until  an  expenditure  of 
$90  is  reached  for  both  Chinese  and  Manchus,  the  family 
cannot  spend  a  sufficient  amount  for  this  purpose  and 
has  to  make  up  by  gathering  fuel  from  the  fields.  Six 
dollars  is  the  minimum  amount  with  which  a  family 
can  do,  and  to  spend  more  than  $10  means  luxury.   A 
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quarter  of  the  Ghinese  and  nearly  half  of  the  Manchus 
fspenA  less  than  $5  for  light  and  fuel.  For  servants 
these  things  are  furnished. 

Rent.  Rent  in  this  district  is  comparatively  low.  It 
nmges  from  $5  to  $12  per  year,  and  amounts  to  from 
5  per  cent  to  12  per  cent  of  the  total  expenditure.  The 
best  house  in  the  district  can  be  rented  for  $15  and  would 
be  fairly  comfortable  as  a  shelter  for  stock. 

Servants  are  housed  at  the  college. 

MisodUmeaus.  The  average  amount  available  for 
miscellaneous  expenditures  ranges  from  nothing  for 
Manchu  families  of  the  lowest  class  to  a  maximum  of 
$13.60  for  the  same  {leople  in  their  highest  class.  The 
range  for  Chinese  is  much  more  modest.  Their  lowest 
class  has  $1.40  and  their  highest  has  $5.60.  We  have 
already  seen  the  reason  for  this  lies  in  the  willingness  of 
Uie  Manchu  to  cut  down  on  necessities  in  order  to  save 
for  this  item. 

Luxuries  combined  with  ''  other  necessities ''  for 
servants  show  them  to  spend  a  larger  proportion  of 
their  incomes  for  this  purpose  than  the  above  families 
do.  Probably  coming  in  contact  with  a  higher  standard 
of  living  in  their  work  is  responsible  for  this. 

Average  amount  sent  home.  Among  the  servants  the 
big  item  is  the  amoimt  sent  home  to  the  families  de- 
pendent on  them.  The  average  amoimt  spent  on  self 
varies  from  $42.50  to  $55,  but  the  average  amoimt  sent 
home  varies  from  less  than  $1.00  to  $63.30.  Living 
among  them  has  been  largely  standardized,  which 
accounts  for  this  large  surplus. 
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VII.  General  Conclusions 

Four  general  conclusions  may  be  reached  from  the 
study  of  the  foregoing  tables. 

1.  As  the  general  expenditure  increases,  the  average 
stse  of  the  family  is  larger. 

2.  As  the  general  expenditure  increases,  the  average 
amount  spent  for  food  and  for  rent  increases  but  the 
per  cent  shows  a  regular  and  definite  tendency  to 
decrease. 

3.  As  the  general  expenditure  increaseSi  both  tibe 
average  amount  and  the  per  cent  spent  for  cTQtjhing 
and  miscellaneous  items  show  a  regular  aiyl  a  dfljB^te 
tendency  to  increase. 

4.  As  the  general  expenditure  increaseB^  the  am^ce 
amount  spent  for  light  and  fuel  increases  penMjptiliiy 
but  the  per  cent  shows  only  a  slight  tendem^  ia  the 
same  direction* 

The  above  conclusions  vary  from  those  reachod  by 
Eingdi  in  the  same  mann^  that  the  Am^can  invesiigBr 
tions  have  \*aried«  They  hold  for  food  and  luxuries 
(miscellaneous)  but  not  for  the  rest.  As  in  America  the 
p€^  cent  spent  for  clothing  increases  and  the  per  cent 
^[mit  for  rent  decreases.  In  China,  howew,  the  per  \ 
cent  spent  on  light  and  fuel  shows  a  slight  t^idency  to  ' 
iiMtrcase  while  in  America  it  decreases.  This  is  ex-  ^ 
by  the  fact  already  mentioned  that  many 
in  the  survey  gath^  from  the  fidds  half  the 
(M  they  consume^  and  seme  <tf  them,  most  of  it.  lliis 
accounts  for  the  rapid  increase  in  the  av^oage  exp^idi- 
tai>^  for  light  axhi  fuel  as  the  family  inccKne 
laije  eiKHigh  to  n^ie\^  the  family  of  this  burdou 
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comparison  is  to  show  the  range  of  variation  within  and 
between  them.  In  each  case  the  lowest  and  the  highest 
income  groups  are  contrasted.  The  three  American 
studies  do  not  vary  greatly.  In  general,  the  three 
belong  to  the  same  class  and  show  the  same  general 
characteristics.  Engel's  study  varies  mainly  in  that  a 
larger  per  cent  is  spent  for  food  and  a  smaller  per  cent 
remains  for  miscellaneous  expenditures.  A  similar 
study  made  in  Massachusetts  in  1885  shows  the  same 
characteristic,  with  64  per  cent  spent  for  food  in  the 
lowest  income  group.  If  it  were  possible  to  push  this 
investigation  far  enough  back  we  should  find  the  per 
cent  spent  on  necessities  constantly  inereaong  and 
the  per  cent  left  as  a  margin  for  luxuries  constantly 
decreasing. 

Now  compare  the  Tsing  Hua  results  with  those 
obtaining  above.  In  every  case  the  best  record  ob- 
tained for  China  is  poorer  than  the  poorest  recorded  in 
the  other  four,  even  Engel's  study  made  in  Prussia  more 
than  fifty  years  ago  and  the  one  made  here  in  1885.  Hie 
per  cent  spent  on  food  alone  is  almost  as  much  as  the 
entire  per  cent  spent  on  all  existence  wants  in  the  Ameii- 
can  cases.  The  maximimi  per  cent  remaining  for  mis- 
cellaneous expenditures  in  China  is  6.6  per  cent  while, 
in  America  the  lowest  is  nearly  twice  that  amoimt. 
Many  of  the  families  in  our  investigation  reported  that 
the  mere  buying  of  the  most  pressing  necessities  of  life 
thrust  them  into  debt. 

The  comparison  in  this  figure  shows  vividly  what  is 
meant  by  a  minimum  plane  of  existence. 

IX.    How  IT  IS  DONB 

In  America  a  family  which  spends  half  its  income 
on  food  and  has  less  than  one-fifth  of  it  left  for  miscel- 
laneous expenditures  is  thought  to  be  in  a  very  bad  way. 
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but  this  IB  better  than  the  best  that  our  present  study 
can  show.  In  the  investigation  we  have  individual 
cases  where  as  high  as  90  per  cent  is  spent  for  food  and 
a  larger  number  in  which  tea  and  meat,  if  they  could  be 
afforded  at  all,  would  come  under  the  head  of  luxuries. 
How  does  a  family  of  2.6  feed  itself  on  even  83  per  cent 
of  an  income  of  $40  per  year.  The  answer  is  that  two 
meals  of  com  bread  and  salted  turnips  per  day  with 
plenty  of  gpx>d  hot  water  to  help  it  down  would  cost 
very  little  in  America  and  costs  much  less  than  half  as 
much  in  China.  I  must  add,  however,  that,  low  as  the 
standard  is,  I  have  never  seen  any  evidence  of  the  eating 
of  dog  flesh,  rats,  or  any  food  of  that  sort. 

The  same  family  spends  the  sum  of  thirty  cents  per 
year  on  clothing.  Of  course  this  is  fictitious  accuracy 
but  it  shows  very  well  the  condition  to  which  they  are 
reduced.  The  acquisition  of  clothing  is  purely  a  matter 
of  happy  accident.  In  summer  their  clothing,  tho  dirty, 
is  comfortable  for  it  is  well  ventilated.  In  winter  they 
suffer.  Cotton  is  worn,  single  in  summer  and  thickly 
padded  in  winter,  nenty  of  it  is  comfortably  warm  but 
people  of  the  lowest  groups  have  but  a  single  suit,  the 
cotton  wadding  bdng  taken  out  when  it  is  warm  and 
replaced  when  the  cold  weather  comes  on. 

If  it  takes  $6  to  keep  a  family  from  freezing  to 
death  in  this  cfAd  North  China  climate,  and  if  half  the 
families  spend  less,  where  does  fuel  come  from  ?  This 
is  answered  any  day  during  the  fall  and  winter  by  the 
swarms  of  old  women  and  children  who  infest  the  fields 
and  highway  picking  up  sticks,  throwing  clubs  into  the 
branches  to  break  off  twigs,  gathering  stubble  from  the 
fields,  and  even  collecting  the  dry  grass  and  leaves  with 
a  bamboo  mke  and  basket.  We  have  a  saying  in  China 
that  the  whole  country  is  raked  with  a  fine  toothed  comb 
each  year. 
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How  can  rents  be  so  low  ?  What  sort  of  a  house  can 
one  rent  for  SIO  per  year  ?  Well,  dirt  floors  are  not 
expensive,  thatch  lasts  a  long  time  and,  even  if  it  does 
leak,  rain  does  not  alwajrs  fall,  and  modem  sanitary 
conveniences  such  as  a  screen  of  reeds,  a  hole  in  the 
ground,  and  an  opeia  gutter  running  to  a  hole  in  the 
irall  and  emptying  into  the  road  are  not  hard  to  install. 

Now  what  does  this  family  do  for  education,  books, 
travel,  recreation,  social  obligations,  et  cetera  ?  What 
insurance  do  th^  carry  and  how  much  is  laid  aside  for 
the  rainy  day  ?  What  would  happen  if  sickness  came  ? 
These  quertions  are  unanswered  for  us  as  they  are  for 
the  native  of  this  district.  If  sickness  comes  it  means 
suffering  and  perhaps  death.  If  the  rainy  day  comes  it 
means  suffering  and  perhaps  the  same  end.  They  can 
have  all  the  luxuries,  advantages,  and  insurance  that 
from  nothing  to  $15  per  year  can  offer. 

X.  What  is  the  Cost  ? 

From  the  study  of  a  large  nimiber  of  cases  it  appears 
that  a  family  of  five  can  live  in  comparative  comfort 
(according  to  local  standards)  on  $100  per  year.  This 
means  that  they  can  have  enough  food,  tho  simple  and 
poor,  live  in  a  house  which  will  at  least  shelter  them 
from  the  elements,  have  at  least  two  suits  of  clothes, 
have  enough  fuel  so  that  they  do  not  have  to  go  out  and 
gather  it,  and  have  five  dollars  left  over  for  miscel- 
laneous expenses  which  will  give  them  meat  on  feast 
days  and  tea  quite  often,  almost  every  week ;  while  if 
there  is  no  sickness,  they  may  even  make  a  trip  to  the 
temple  fair  back  in  the  moimtains. 

What  a  pictiu^  of  the  struggle  for  existence!  These 
people  do  get  along,  and  the  above  family  is  happy  and 
will  consider  itself  fortunate  to  come  out  so  well ;  but 
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what  is  the  price  they  pay  7  Among  people  of  this  dasB 
life  presents  such  a  hard  front  that  the  struggle  for 
existence  cripples  intellectual  and  q>iritual  growth  even 
as  it  does  physical  development.  Healthy  virile  amuse- 
ments as  tiie  Westerner  Imows  them  are  conspicuous  for 
their  absence.  Efficiency  and  intelleotual  alertness  are 
at  the  minimum  and  nervous  reactions  are  dow.  Tliere 
is  no  surplus  of  energy  because  it  is  all  used  up  in  meet- 
ing the  hard  conditions  which  make  mere  survival  a 
difficult  matter.  Ignorance,  over-reproduction,  con- 
gestion, low  position  of  woman,  lack  of  sanitation, 
epidemics,  and  a  tremendous  loss  of  '^  potential  ability '' 
—  this  is  the  price  they  pay. 

C.  O.  DimoBB. 

Madison,  Wu. 
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SUMMARY 
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i  beginning,  167.  —  Comprehensive  control  of  railway  service  necessary 
eren  with  oontinuation  of  government  operation  or  adoption  of  govern- 
ment  ofwnership,  170. 

The  world  war  with  its  abnormal  demands  upon  the 
nulways  of  this  coimtry  has  strikingly  emphasized  the 
inadequacy  of  our  transportation  system.  The  extra 
burden  thus  thrown  upon  the  railroads  has  been  due, 
among  other  things,  to  a  larger  amount  of  traffic,  a  fall- 
ing off  of  water-borne  tonnage,  and  unusual  labor  con- 
ditions. In  the  first  five  months  after  a  state  of  war  was 
declared  to  exist  between  this  coimtry  and  Germany,  the 
railroads  handled  more  freight  tonnage  than  in  any 
whole  year  previous  to  1904.^  On  51  per  cent  of  the 
lailroad  mileage  of  the  United  States  in  the  summer  of 


Raflrottda'  War  Boud,  OIBeud  Information  No.  18,  Norembw  27, 1017. 
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1017,  there  was  an  increase  of  16  per  cent,  or  3,354,000,- 
000  ton  miles  in  one  month.  This  was  equivalent  to 
adding  35,000  miles  of  railroad  to  that  of  the  United 
States,  with  an  average  density  of  freight  traffic  on  each 
mile  equal  to  the  average  density  of  all  railroads  in 
the  United  States  in  1915.  This  virtual  addition  to  the 
fixed  plant  of  American  Railroads  nearly  equaled  the 
total  railway  mileage  of  Germany  in  1013  and  exceeded 
that  of  Great  Britain  in  1914.^  In  the  last  annual  report 
of  the  Pennsylvania  RaUroad  Company,'  it  is  claimed 
that  the  ton  mileage  of  that  system  for  the  year  1917 
exceeded  by  over  60  per  cent  the  combined  annual  ton 
mileage  before  the  war  of  all  of  the  railroads  in  Great 
Britain  and  France. 

That  less  water-borne  traffic  has  been  responsible  for 
a  part  of  this  marked  increase  in  rail  traffic  may  be  seen 
from  the  fact  that  vessels,  not  only  from  the  Great 
Lakes  but  from  our  intercoastal  trade,  have  tinned  to 
the  more  profitable  ocean  carrying  trade.  This  shift  is 
reflected  in  the  percentage  of  our  exports  and  imports 
which  have  been  carried  in  American  vessels  since  the 
war  began.  In  the  fiscal  year  1914,  this  percentage  was 
9.7;  in  1917,  it  was  18.6.»  In  the  fiscal  year  1915,  there 
was  a  total  of  335  vessels  with  1,846,658  tons  cargo  in  the 
coastwise  trade  from  the  Atlantic  to  the  Pacific  and  vice 
versa.  In  the  first  half  of  the  fiscal  year  1917,  there  were 
but  eighteen  vessels  with  a  tonnage  of  97,363.*  From 
testimony  before  the  Newlands  Committee,  it  appears 
that  prior  to  the  autumn  of  1915  there  never  had  been 

>  Railroada'  War  Board,  Of&cUl  Information  No.  8,  July  7,  1017. 

*  Seventy-first  Annual  Rei>ort  (1017),  p.  7. 

*  The  figures  from  1014  to  1017  (fiscal  yean)  are  as  foUows:  1014.  0.7;  191ft,  14.3; 
1016,  16.3;   1017.  18.6.    Annual  Report,  Commissioner  of  Navicataon,  1017,  p.  lOL 

*  Panama  Canal  Record,  vol.  z,  p.  464.  See  also  statement  of  Julius  Kruttacdmitt  in 
hearinss  before  the  Committee  on  Interstate  Commerce,  U.  8.  Senate,  66ih  Congn— , 
2nd  Session,  pursuant  to  8.  Res.  171,  pp.  106, 107;  hereafter  referred  to  as  Hearincs  on 
Government  Control. 
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a  record  of  a  carload  of  grain  moving  from  Oregon  or 
Washington  over  the  Union  Pacific  to  the  Atlantic  Sea- 
board; that  since  that  time,  many  thousand  of  carloads 
had  been  sent  overland  on  that  and  other  railways  to 
Atlantic  ports.^ 

Conditions  in  the  labor  market  as  a  result  of  the  war 
have  made  it  difficult  for  railroads  to  maintain  their 
iomast  standards  of  efficiency.  Losses  of  employees 
have  been  due  to  withdrawals  to  enter  military  service, 
as  well  as  to  enter  industrial  fields  offering  distinct  ad- 
vances in  wages  or  salary.  Consequently,  the  loss  has 
not  been  confined  to  any  one  class.  In  December,  1917, 
the  Railroads'  War  Board  stated  that  the  railroads 
generaOy  were  short-handed;  that  at  that  time  some 
canjers  reported  a  net  shortage  of  \2\  per  cent  in  the 
number  of  laborers,  and  a  much  lisurger  percentage  of  loss 
in  efficiency  because  of  the  necessity  of  filling  vacancies 
with  unskilled  and  inexperienced  men.'  In  some  engine 
Iiooses  the  raifat>ads  were  reported  to  be  employing 
men  who  did  not  know  the  difference  between  a  mon- 
key wrench  and  a  fire  hook.'  The  effect  of  the  loss  in 
the  lower  tier  of  labor  has  been  the  more  serious  in  view 
of  the  conditions  which  have  affected  immigration. 
Furthermore,  unskilled  laborers  once  secured  by  the 
nulroads  are  constantly  shifting  to  positions  with  indus- 
tiial  concerns,  once  they  have  learned  of  such  possibili- 
ties. This  has  been  true  of  large  nimibers  of  negroes 
tbat  have  been  brought  into  northern  states.^  The  last 
annual  report  of  the  Pennsylvania  Railroad  shows  that 
tiiat  company  hired  278,000  persons  from  all  parts  of 

*  Tdtimoiiy  of  Jndce  LoTett  in  Heaiinc*  before  the  Joint  Committee  on  Interstate 
*id  Poieign  Cominerce,  05th  Congrees,  2nd  flwiion,  pp.  772-775;  hereafter  referred  to 
*•  Newlaikl*!  Hearinsik  See  alw  ttatement  by  Commimioner  HaU  in  Hearince  on 
OM«a»nt  Control,  pp.  40-^7 

*  Reilroade'  War  Board.  Of&eial  Information  No.  10,  Deeember  5,  1917. 

*  Railway  Ace,  Deeember  14,  1917,  p.  1082. 

*  Tmfie  World,  Nofmnber  18. 1919. 9. 1006. 
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the  country  and  distributed  them  over  its  system.^  This 
is  at  least  four  times  as  many  men  as  were  usually  hired 
in  order  to  keep  up  its  force.'  All  this  has  meant  less 
efficient  transportation  service  and  a  deterioration  in 
the  railway  plant.  Locomotives  have  been  used  long^ 
before  sending  them  in  for  repairs  because  of  the  heavy 
traffic  to  be  moved;  once  in  the  shop,  they  have  re- 
ceived less  efficient  repairing,  and  have  limped  out  only 
to  return  and  repeat  the  process.  Little  wonder  there 
should  have  been  such  a  locomotive  shortage  during  the 
severe  winter  of  1917-18.* 

These  features  of  the  transportation  situation  have 
been  of  sufficient  importance  to  accoimt  for  the  inability 
of  the  carriers  to  meet  the  demands  made  upon  them  in 
the  last  two  years.  There  is  danger,  therefore,  that  the 
war  will  receive  much  more  consideration  than  it  de^ 
serves  as  a  direct  cause  of  the  inadequacy  of  our  trans- 
portation facilities.  The  items  above  mentioned  have 
received  much  attention  in  the  press,  while  other  less 
conspicuous  but  more  fimdamental  factors,  because 
more  permanent,  have  not  received  the  serious  con- 

1  Annual  Report,  1917,  p.  5.  President  Reaobeerv«d,**Th«emplQ3rraent«ndtniiU]ic 
of  tlieie  men  was  costly  and  seriously  hampered  operations,  becaoM  many  oC  them 
remained  only  a  short  time  in  the  sendee."    Ibid.,  loo.  dt. 

*  The  Railway  A^e,  March  8,  1918,  p.  490,  states  the  number  of  new  meo  faired  by 
the  Pennsylvania  Railroad  in  1917  as  177,000,  and  says  "  This  is  at  leaet  four  times  the 
number  of  men  that  had  been  taken  on  new  in  any  previous  year.*' 

**  The  railways  of  the  United  States  engaged  in  Interstate  Commeroe  emplogr  about 
1300,000  persons.  If  we  include  interurban  and  street  railways,  the  number  m  innineeeil 
to  over  two  million.  Now  conceive,  if  you  will,  a  great  map  of  the  United  Statee  00 
which  each  of  these  employees  is  represented  by  a  tiny  electric  light.  Some  are  movl^ 
along  the  familiar  tangled  lines  indicating  rulway  systems,  but  the  greater  number  are 
stationary  and  grouped  about  the  large  terminals.  Everywhere  li^ta  are  being  eztia- 
guished,  sometimes  by  death,  more  often  by  the  resignation  or  discharge  of  an  emplogree; 
and  everywhere  new  lights  are  appearing  as  new  employees  are  hired.  Five  times  a 
minute,  300  times  an  hour,  7200  times  a  day,  employees  are  being  loet  and  rephMed. 
These  figures  are  assumptions  only,  but  they  are  conservative  and  probably  far  belov 
the  facts."  From  an  article,  "  Mobilising  Intelligence  on  American  Railroada,**  bir 
Norman  CoUyer  of  the  Southern  Pacific  Railway,  in  Railway  Age,  February  22, 1918, 
pp.  419-421. 

*  See  ibid.,  April  5,  1918,  pp.  907, 908.  Both  the  lack  of  men  to  do  repair  work 
and  the  character  of  the  repair  work  done  are  reflected  in  the  1917  report  of  the  la- 
spector  of  Locomotives  to  the  Interstate  Cdmmerce  Commiarion. 
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sideration  to  which  they  are  entitled.  Furthermore,  in 
our  r^;iilation  of  railways  in  normal  times,  the  charge 
which  should  be  made  for  service  has  been  emphasized. 
The  character  of  the  service  itself  has  received  too  little 
attention.^  It  is  therefore  pertinent  to  inquire  to  what 
extent  the  transportation  facilities  of  this  coimtry  were 
inadequate  even  before  the  world  war;  to  try  to  discover 
the  causes  for  this  condition  of  affairs;  to  examine  the 
ccHisequenees  of  such  inadequacy;  and,  finally,  to  sug- 
gest wherein  our  regulation  and  control  of  railways  in 
future  should  give  more  attention  to  the  sufficiency  and 
efficiency  of  the  service.  Such  a  study  of  our  transporta- 
tkm  system  is  of  value  whether,  as  a  result  of  the  war,  we 
have  govenmient  ownership,  or  whether  the  roads  be 
returned  to  their  owners. 

The  extent  to  which  the  American  transportation 
system  has  failed  at  times  in  the  past  to  meet  the  de- 
mands made  upon  it,  is  very  difficult  to  measure. 
Statistics  of  so-called  car  shortage  register  in  a  general 
way  the  inability  of  the  railroads  to  move  traffic  which 
iBctfered  to  them;  but,  as  will  appear  later,  the  popular 
view  is  narrow  in  assuming  that  Hie  inability  of  carries 
to  meet  the  demands  made  upon  them  is  necessarily 
doe  to  a  shortage  of  equipment.  In  January,  1907,  the 
American  Railway  Association  began  the  publication  of 
Btatistics  of  car  dK>rtage.'    Table  I  (Appendix,  p.  175, 


of  Ownmiiiioiwr  MeChotd,  before  National  AMOciation 
nriimn^i,  1906.  p.  1ft. 

*  fUlgr  oC  tbo  kvieat  ^"^-y^*****  wen  dioeen  and  aeked  to  ciTO  facte  eoneeminc 
landeareoipliMee.  The  fiiet  report  wae  made  on  Januavy  2, 1007;  the  eecoad 
t,  190ft.  By  that  time  the  oommittee  wae  ao  diaeouraced  by  the  larie  ear 
thai  tlMy  did  not  make  up  another  report  until  April,  1906.  Then  the  Ameri- 
«n  laJhiaj  Amneiatioii  met  and  inatmeted  the  eommittee  to  aeenre  etatietiea  erety 
taM  iiiiti,  Tibeee  iaetrvetioni  were  carried  oat  after  that  with  the  exception  of  the 
Pvied  from  October  16to  Febmary  1, 191A,  when  the  car  ■ttrpiuaage  wae  ao  creat  and 

ao^iarked  that  the  American  Railway  Aaeociatioo  temporarily 
the  coBBpOatioB  aa  a  matter  of  economy.    After  Febmary  1, 1915,  the  eta^ 
tiMi«w«eeoMpiledoMecaehmontlkbytheAaeociation.   The  U.  8.  Railroad  Admin- 
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infra)  gives  these  statistics  from  January  2,  1907, 
through  1017.^  This  table  indicates  the  ability  of  the 
railroads  to  furnish  equipment  in  various  years  and 
diuing  certain  seasons  of  the  year.  It  will  be  observed 
from  the  column  marked  ^'  Net  Shortage ''  that  con- 
ditions were  acute  in  January  and  February  of  1907; 
that  the  net  shortage  disappeared  in  July,  1907,  and 
appeared  again  in  September  of  that  year  and  continued 
imtil  the  latter  part  of  November.  No  net  shortage 
appeared  again  until  November  of  1909,  and  then  only 
to  a  minor  extent.  Not  imtil  the  fall  and  winter  of  1912 
was  there  another  net  shortage,  which  was  only  a  little 
less  severe  than  that  of  the  corresponding  period  of 
1907,  but  it  continued  somewhat  longer  than  in  1907. 
With  the  exception  of  a  slight  scarcity  for  about  a 
month  in  the  fall  of  1913,  no  further  net  shortage  ap- 
peared until  the  first  of  March,  1916.  This  continued 
for  that  month  only;  but  was  followed  by  anothw 
shortage  beginning  in  September,  which  has  continued 
since  with  varying  degrees  of  intensity. 

Examination  of  Table  I  and  Chart  I  (based  on  data  in 
Table  I)  shows  that  it  is  unusual  for  any  car  shortage  to 
occur  in  the  spring  months  and  that  it  is  heaviest  during 
the  autumn.  The  figures  show  that  in  April,  1908,  there 
was  a  surplus  of  equipment  of  413,338  cars;  that  from 
November,  1913,  to  March,  1916,  there  was  a  continuous 
surplus  of  equipment,  the  number  reaching  200,000  even 
in  the  month  of  October,  1914,  when  the  American  Rail- 
way Association  as  an  economy  measure  discontinued 
its  statistics.    When  the  Association  resimied  the  col- 

Utntion  has  not  continued  these  statistios.  See  Prooeedings  National  Anoodntion 
Railway  Commissioners,  1008,  p.  43.  The  figures  in  Table  I  have  been  tak«i  from 
Amerioan  Railway  Association  Bulletin  No.  6,  Febmary  0,  1017,  and  from  various 
later  bulletins.  Many  valuable  statistics  also  in  Proceedings  American  Railway  Aato- 
oiation,  vol.  vii,  pp.  522-575.  See  also  House  Report  No.  1558,  54th  Consrew,  2nd 
Session,  to  accompany  H.  R.  20352,  pp.  1-12. 

>  Statistics  as  given  in  Table  I  have  not  been  continued  since  the 
taken  over  by  the  government. 
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gondola,  coal  and  coke  cars  on  their  lines  than  they 
owned.  In  1016  the  state  of  Nebraska 
Congress  to  enact  legislation  which,  among  other  »«^».ie»> 
would  insure  the  return  of  equipment  to  the  roads  in 
that  section.^  Ck)nditions  were  so  bad  in  Illinois  about 
the  same  time  that  the  Chairman  of  the  Public  Utilities 
Commission  of  that  state  made  a  trip  to  the  seaboard  to 
try  to  find  out  why  railroad  equipment  of  western  lines 
was  being  detained  in  the  East.  He  maintained  that 
grain  elevators  in  Illinois  were  full  and  that  some  eleva- 
tors had  received  but  one  empty  car  a  week,  in  some 
cases  but  one  car  per  month.'  On  a  tour  in  March,  1918, 
through  seven  states  of  the  far  West  and  Northwest  for 
the  United  States  Department  of  Agricultiu^,  to  stimu- 
late a  greater  acreage  of  spring  wheat.  President  Thomp- 
son of  Ohio  State  University  found  that  many  of  the 
alleged  violations  of  the  rules  of  the  Food  Administra- 
tion in  that  area  were  due  to  the  shortage  of  cars  and 
transportation  service.  Areas  that  had  much  wheat 
could  secure  no  substitutes;  many  small  places  were 
reported  to  have  received  but  one  car  per  month;  pota- 
toes were  rotting  in  Idaho  because  they  could  not  be 
marketed;  live  stock  in  some  areas  were  almost  starv- 
ing, while  but  twelve  hours  away  by  rail,  hay  was  rot- 
ting that  could  be  transported. 

In  view  of  such  imequal  distribution  of  equipment 
among  railway  systems,  it  is  not  surprising  to  learn  that 
the  Interstate  Commerce  Commission  discovered  in  its 
investigations  in  1906  that  in  furnishing  cars,  railroads 
stipulated  that  their  equipment  should  not  go  beyond 
their  own  line.'    If  the  shipper  did  not  care  to  consent 

*  For  copy  of  memorial,  see  Hearincs  before  House  Committee  on  Intentate  and 
Foreign  Commeroe,  04th  CongreM,  2nd  Seeeion,  on  H.R.  19M6  and  H.R.  302M  and  H.R. 
20362,  hereafter  referred  to  aa  "  Each  Hearinga.'* 

>  Eaeh  Hearings,  p.  41. 

'  Kansas  City  Heatings,  pp.  192,  106;  Minneapolis  Hearings,  p.  187;  St.  Looii 
Hearings,  pp.  3, 4,  7,  8,  36,  117,  118.  See  note  8,  p.  139.  See  also  Railway  Age,  April 
26, 1907,  p.  683. 
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to  this  arrangement,  he  received  no  cars.  That  the 
loads  have  continued  to  resort  to  this  method  of  keeping 
their  equipment  at  home  is  seen  from  the  evidence  which 
was  given  to  Conunissioner  McChord  at  Louisville, 
Emtucky,  in  November,  1916.^ 

The  consequences  of  the  inadequacy  of  the  transpor- 
tation system  have  been  so  insistently  forced  upon  our 
attention  since  the  outbreak  of  the  war  that  conunent 
concerning  recent  conditions  is  mmecessary.  But  it  is 
not  generally  appreciated  that  transportation  has  been 
carried  on  under  intermittent  embargoes  upon  freight 
for  more  than  a  decade.  Conditions  were  so  bad  more 
tiian  ten  years  ago  that  the  Interstate  Conunerce  Com- 
mission made  investigations,  taking  testimony  relative 
to  conditions  at  widely  separated  points.^  Substantially, 
all  told  the  same  story  of  failure  of  transportation  facili- 
ties and  resulting  conmiercial  embarrassment  and  loss.* 
The  investigations  of  the  Interstate  Conunerce  Com- 
mission at  that  time  showed  clearly  that  the  business 
i^ered  to  the  carriers  was  far  beyond  the  transportation 
facilities.  The  Commission  was  informed  that  farmers, 
especially  in  the  Northwest,  were  unable  to  market  their 
grain  because  of  the  inability  of  the  carriers  to  serve 
them;  and  that  grain  was  being  stored  on  the  ground  in 
some  instances  in  bins  eighteen  to  thirty  feet  deep,  and 
covering  acres  of  ground.^  The  testimony  taken  by  the 
Commission  showed  that  the  country  elevators  were 

*  43  L  C.  d.  R.  657  (662). 

'  TcKtiinony  was  taken  relative  to  oooditions  in  such  widely  eeparated  areaa  aa  the 
luBbcr  prodacanc  reciona  of  Oregon  and  Waahington,  the  Southern  cotton  belt,  the 
W«it  Virginia  ooal  fielda,  and  the  grain  fidda  of  Iowa,  S^anaaa,  Nebraaka,  and  the 
Hartkweet. 

*  Teetimoay  in  Senate  Documenta,  80th  Congreaa,  2nd  Seeaion,  Noa.  233  (pp.  1-275) 
ttd  333  (pp.  1-602).  Docoment  No.  233  oontaina  the  teatimony  taken  at  St.  Louie  and 
*>aiM  dtj.  The  teatimony  taken  at  both  plaoea  ia  paged  conaeoutively  in  thia  doou- 
*»t,  hereafter  referred  to  aa  "St.  Louia  Hearinga"  and  "Kanaaa  City  Hearinga." 
ukwiM  Doeument  No.  333  oontaina  the  teatimony  taken  at  MinneapoUa  and  Chicago, 
^•mfter  referred  to  aa  "  Minneapolia  Hearinga  "  and  "  Chioago  Hearinga." 

*  Raihnij  Age,  Deeember  7. 1906^  p.  722. 


140  QUARTBRLY  JOURNAL  OF  ECONOMICS 

full  because  grain  could  not  be  shipped  to  important 
terminal  elevators.  Up  to  the  time  tixe  Interstate  Com- 
merce Commission  made  the  investigation,  in  the  latter 
part  of  December,  1906,  important  terminal  elevators 
had  not  been  more  than  one-third  full.^  Naturally  this 
meant  much  loss  to  the  farmers,  not  only  from  grain 
spoiling  or  its  destruction  by  vermin,'  but  also  because 
grain  buyers  insisted  upon  much  wider  margins  in  all 
purchases,  and  hence  offered  a  lower  price  to  the 
farmer.*  In  some  instances  grain  dealers  refused  to  buy 
grain  at  any  price,  because  of  the  uncertainty  of  getting' 
it  to  market  or  the  likelihood  of  damage  throu^  heating 
due  to  the  unusual  length  of  time  it  would  be  in  transit.^ 
Selling  grain  in  terminal  markets  on  contracts  was  ex- 
tremely difficult  if  not  impossible.  Purchase  at  a  loss 
was  sometimes  necessary  to  cover  such  contracts.  *  This 
uncertain  movement  of  wheat  and  lack  of  transportation 
meant  that  flour  mills  were  often  forced  to  shut  down, 
in  some  instances  for  two  months  at  a  time.*  All  this 
meant  that  farmers  were  forced  to  borrow  money  and 
pay  interest  on  it  and,  in  some  instances,  to  pay  storage 
and  insurance  on  grain,  which  later  they  were  compdled 
to  sell  at  a  reduced  price.  The  president  of  a  national 
bank  in  the  Northwest  presented  to  the  Commission 
letters  from  350  banks  in  his  state  that  had  accounts 
with  his  bank  showing  that  farmers  were  obliged  to  hold 
their  wheat  because  of  lack  of  cars;  and  he  indicated 
that  altho  ordinarily  he  would  not  be  lending  a  dollar  to 

>  12  I.  C.  C.  R.  661  (608). 

>  Chioago  Hearingi,  pp.  896.  419.  430,  474,  476;  St.  Lonit  H««iBp,  ».  71«  aod 

MinneapoUa  Hearings,  p.  117. 

>  MinnMpoUa  HeariiiBi,  pp.  31,  97,  96-99.  118-114,  180,  188, 196;  ¥mmn  Cttjr 

HearingB,  pp.  270-271. 

«  KancM  City  Hearinga.  p.  212;  St.  Lonit  Hearing!,  p.  60;  MJimwipoHa 
p.  14. 

*  Minne^wlia  Haaringi,  p.  102. 

•  Kanaaa  City  Hearings,  pp.  282.  270-271,  272;  St.  Louis  Baarii^B,  p.  48; 
apolis  Hearings,  p.  133. 
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these  banks  at  that  time  of  year,  he  had  within  a  sixty- 
day  period  extended  credit  to  these  correspondents  to 
the  extent  of  $600,000.' 

There  was  much  trouble  also  in  the  marketing  of 
live  stock  throu^out  the  important  live  stock  areas.' 
Dealers  waited  for  cars  weeks  and  even  months.  In 
instances  where  it  was  necessary  to  drive  live  stock  some 
distance  to  the  station,  it  had  to  be  kept  in  yards  or 
small  pastures  while  waiting  for  cars.  This  often  meant 
shrinkage  in  the  weight  of  fat  cattle  to  the  extent  of  200 
pounds  par  head.  It  was  sometimes  necessary  to  wait 
so  long  for  cars  that  it  was  too  great  a  sacrifice  to  market 
catUe,  and  they  were  driven  back  to  pasture.  Those 
who  were  forced  to  sell  their  live  stock,  after  waiting  for 
wedffi  for  cars  at  one  station,  were  compelled  to  drive 
Aem  across  the  prairie  from  seventy-five  to  two  hundred 
miles  to  another  railroad,  there  again  to  find  conditions 
but  little  better.*  The  president  of  the  American  Live 
Stock  Association  testified  that  in  Texas  the  delays  in 
shipping  cattle  extended  from  two  months  to  ''  any 
indefinite  length  of  time."  ^  The  secretary  of  the  same 
Association  testified  that  in  Wyoming  it  had  been  neces- 
sary to  hold  sheep  at  the  loading  station  from  thirty  to 
axiydays;  and  then  in  some  instances  it  was  necessary 
to  trail  them  for  two  hundred  miles  across  the  country  to 
another  railroad.*  It  was  sometimes  necessary  to  dip 
sheep  as  many  as  three  times  while  waiting  for  cars.* 

'  Miimcapolw  Hearing^  i»p.  119-120;  12 1.  C.  C.  R.  564;  for  nmilar  testimony  by 
^i^bankHs  and  derator  men,  aee  Minneapolis  Hearings,  pp.  117, 132, 170. 

'  It  was  contended  in  the  Kansas  City  Hearings  (p.  148)  that  stock  men  of  Pan- 
^udle,  Tezaa,  alone  lost  hundreds  of  thousands  of  dollars  because  of  inability  of  rail- 
mdi  to  furnish  tranqportation. 

*  Testimony  rdatiTe  to  the  trouble  Uve  stock  shippers  had  in  aeouring  raOway  ser^ 
^  ta  Kansaa  aty  Hearings,  pp.  147, 148. 151. 163. 164. 166-168. 102. 163. 166. 173. 
174. 176. 183, 100;  St.  Loum  Hearings,  pp.  60-70. 116-116;  also  Senate  Doc.  311.  60th 
CoscreM,  1st  Session  (1906).  Hearing  on  S.  3644.  pp.  1-134. 

*  St  Louis  Hearings,  p.  146. 

*  KauBs  City  Hearings,  p.  177. 
■Ibid.,  p.  162. 
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Furthermore,  when  cars  were  furnished  for  tive  stock, 
trains  moved  so  slowly  that  it  meant  much  shrinkage 
before  markets  could  be  reached.^  Railroads  even  pro- 
vided contracts  which  it  was  said  **  shippers  had  to 
sign '' '  which  gave  the  railroad  the  right  to  ask  a  shipper 
to  unload  at  the  terminal  of  their  road  in  order  to  keep 
their  equipment  from  going  off  their  own  line.'  H^ice 
shippers  were  often  seriously  limited  in  the  markets 
they  were  able  to  reach  without  great  inconvenience 
and  loss. 

In  the  South  there  was  much  trouble  in  the  shipment 
of  cotton.   Railroad  platforms  were  piled  full,  and  it  was 
stacked  upon  the  ground.^    Lumber  mills  found  it  im- 
possible to  run  much  of  the  time.*  The  President  of  tiie   ^ 
St.  Louis  Lumber  Exchange  testified  before  the  Inter-   \ 
state  Commerce  Commission  that  it  was  impossible  to  \ 
sell  lumber  on  contract.*    This  meant  that  building  ] 
operations  in  many  states  were  interfered  witii.    Some  j 
building  concerns  of  much  stability  were  on  the  v^rgo 
of  bankruptcy.'    All  lines  of  business  were  of  course 
much  afifected  by  the  transportation  furnished  the  coal 
mines;  many  mines  were  closed  or  operated  but  part 
time.'   In  1906,  in  some  places  in  the  Northwest,  schools 
and  public  utilities  were  without  coal.*    In  some  in- 

1  St.  Louis  Hearings,  pp.  116,  147;  Kansas  City  Hearings,  pp.  102,  189. 

*  See  Senate  Doc.  311,  6(Hh  Congress,  1st  Session  (1908),  pp.  81,  88. 
'  Copy  of  such  a  contract  (the  Atchison,  Topeka  A  Santa  Fe  Railway  Co.)  ghroo 

in  ibid.,  pp.  81-87.    Some  railroads  went  to  much  expense  in  unloading  dead  ciarioad 
freight  in  order  to  keep  their  own  cars  on  their  own  lines.     Kansas  City  Heariagi^  p.  \ 
226.     Naturally  all  this  unloading  for  shipment  to  destination  in  other  ears  meant 
terminal  congestion. 

*  St.  Louis  Hearings,  pp.  18-19,  20,  23. 
»  Ibid.,  pp.  62-64,  137;  Chicago  Hearings,  pp.  387,  424-427;  MinnaapoHa  Haar- 

ings,  pp.  196-197. 

*  St.  Louis  Hearings,  p.  62. 
'  12  I.  C.  C.  R.  660. 

*  12 1.  C.  C.  R.  568;  Minneapolis  Hearings,  pp.  27, 66. 67, 00, 73, 74, 70, 80-87, 171; 
Chicago  Hearings,  pp.  309,  431 ;  St.  Louis  Hearings,  pp.  20,  26,  37;  Kansas  (^ty  Hear- 
ings, pp.  143,  195,  199.  200,  203. 

*  Minneapolis  Hearings,  p.  236. 
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stances,  railway  fuel  was  used  by  cities;  ^  in  others,  busi- 
ness establishments  were  closed  and  coal  was  given  out 
in  sacks  to  keep  people  from  freezing.'  Action  on  the 
part  of  the  Interstate  Commerce  Commission  was  neces- 
sary in  securing  cooperation  of  railway  officials  in  charge 
of  traffic  to  give  priority  to  rush  coal  shipments  into 
some  sections.*  Coal  cars  were  put  even  into  passenger 
trains.^  All  this  evidence  reads  much  like  that  which 
has  been  in  ihe  daily  press  since  the  United  States 
entered  the  war;  but  it  must  not  be  forgotten  that  the 
situation  here  described  existed  more  than  ten  years  ago 
without  any  abnormal  war  traffic  to  move. 

In  attempting  to  determine  the  causes  for  the  above 
described  inadequacy  of  transportation  facilities  in  time 
of  peace,  attention  may  be  given  to  the  growth  of  traffic 
in  comparison  with  the  expansion  of  the  railway  plant, 
to  the  significance  of  large  areas  producing  raw  ma- 
terials, to  the  responsibility  of  the  railroads  themselves, 
to  the  shippers'  contribution  to  the  situation,  and  finally 
to  the  program  of  government  regulation. 

According  to  statistics  of  the  Interstate  Commerce 
Commission,  the  ton  mileage  of  the  railroads  increased 
about  118  percent  in  the  eleven-year  period,  1895-1905 
inclusive;  while  during  the  same  period,  the  increase  in 
railway  mileage  was  about  21  per  cent.'  Three-fourths 
of  this  new  mileage  was  in  new  sections  that  merely 
added  to  the  congestion  of  the  old.*  James  J.  Hill  told 
the  Interstate  Conunerce  Conmiission  in  1906  that  the 

>  Minnmpgfa  Hearinc*.  PP.  03-M.  128-129. 

*  Ibid.,  p.  171:  Chicago  Hearinc*.  P-  300. 

*  MiimeapolM  Hwuinia,  p.  02. 

*  Ibid.,  p.  284,  tflstimofiy  oi  Howard  Elliott.  The  experience  in  this  section  at  thia 
^  eootribated  toward  the  priority  given  in  1017  to  coal  deetined  for  points  beyond  the 
I^ba  in  aider  th»t  an  ample  supply  might  be  transported  before  the  close  of  navigation. 

*  StatMCics  of  BaUways  in  U.  8..  1905,  pp.  12.  67-00. 

'  Minnsapolia  Hearings,  p.  20S,  testimony  ci  J.  J.  Hill. 
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commerce  of  the  country  and  its  growth  was  against  a 
stone  wall  so  high  that  it  was  not  possible  to  see  the  top 
of  it.  He  maintained  that  it  was  as  impossible  to  bore 
an  inch  hole  with  a  half-inch  auger  as  it  was  to  drive  the 
business  then  being  offered  through  the  facilities  which 
the  railroads  had.^  Hill  contended  that  conditions  w^:e 
growing  worse;  that  there  should  be  an  addition  to  the 
railway  mileage  that  then  existed  of  from  25  to  33  per 
cent;  that  in  addition,  there  would  need  to  be  much 
spent  for  new  equipment,  reduction  of  grades,  double 
tracking,  and  terminal  facilities.  He  believed  it  would 
be  necessary  to  spend  at  least  $5,500,000,000  yearly  for 
a  period  of  five  years  to  make  the  railroads  equal  to  the 
task  then  before  them.'  That  the  railroads  had  more 
business  than  they  could  handle  in  1906  is  clear  from  the 
testimony  of  many  railway  officers  in  ihe  investigation 
of  the  Interstate  Commerce  Commission  at  that  time. 
The  general  manager  of  the  Northern  Pacific  Railroad 
testified  that  in  some  instances  they  did  not  place  cars 
in  competitive  territory,  in  the  hope  that  the  oiher  rail- 
roads would  take  the  business.*  The  third  vice-presi- 
dent of  the  Rock  Island  Railroad  stated  that  his  road 
followed  the  practice  of  trying  to  get  customers  to  ship 
over  other  roads.^  The  general  superintendent  of  freight 
transportation  of  the  Pennsylvania  lines  west  of  Pitts- 
burgh stated  that  their  agents  were  instructed  to  try  to 
persuade  shippers  to  ship  by  other  lines.* 

In  the  eleven-year  period  1906-16  inclusive,  the  ton 
mileage  increased  nearly  60  per  cent,  while  mileage 

1  MinneapoUs  HearinsB,  loc.  cit.*  Howard  Elliott  made  similar  statementa.  Ibid., 
pp.  281-291.    See  also  St.  Louis  HeaiingB,  pp.  93-M;  Kansas  City  Hearincs,  p.  815. 

>  Minneapolis  Hearings,  p.  296;  St.  LquIs  Hearinss,  p.  15;  Kansat  Ctty  Hearinai, 
p.  185.  See  statement  of  Manager  of  Transportation  Dept..  Chioago  Board  of  Trade, 
Railway  Age.  voL  44.  pp.  614-619. 

*  Minneapolis  Hearings,  p.  221. 

*  Chicago  Hearings,  p.  317. 

*  St.  Louis  Hearings,  p.  91. 
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increased  about  16  pw  cent.^   In  other  words,  it  appears 
that  the  transportation  plant  as  a  whole  has  not  kept 
pace  with  the  growth  of  traffic.   In  the  annual  report  of 
the  Interstate  Commerce  Commission  for  1916,  it  is 
claimed  that  whenever  business  generally  is  good  and 
times  are  prosperous,  there  is  widespread  difficulty  and 
complaint  due  to  inability  to  secure  satisfactory  trans- 
portation services  from  the  railroads.    The  Conmoission 
pcMnts  out  that  this  difficulty  recurs  during  the  fall  and 
winto-  months  of  practically  every  year  with  regard  to 
tranqxxrtation  of  coal,  and  usually  also  in  connection 
with  the  movement  of  grain  when  the  crops  are  good.' 
Inefficient  and  unsatisfactory  railway  service,  how- 
evio*,  may  result  from  the  improper  use  of  faciUties  as 
wdl  as  from  their  insufficient  supply,  and  it  is  this  phase 
of  die  problem  with  which  this  article  is  concerned. 
Adequacy  of  the  railway  plant  as  a  whole  would  not 
neoessarily  guarantee  satisfactory  service  to  different 
daaKS  of  shippers  or  to  the  different  sections  of  the 
United  States.   Evidence  has  already  been  given  (Maps 
I  and  II)  which  indicates  that  some  sections  of  the 
country  suffer  very  much  more  than  others  from  a  short- 
age of  equipment.   A  fundamental  reason  for  this  is  that 
this  large  country  is  roughly  divided  into  areas  which 
produce  raw  materials,  and  into  sections  which  engage 
in  various  lines  of  manufacture.   Areas  producing  bulky 
raw  materials  must  have  many  cars  to  serve  their  needs 
for  outbound  loading;  furthermore,  the  movement  of 
ean  under  load  into  such  areas  is  light,  and  therefore 
such  areas  of  ''  one-way  "  shippers  find  it  difficult  to 
secure  all  tiie  equipment  they  need.    To  this  perfectly 
natural  force,  which  tends  to  bring  about  a  very  unequal 

>  Amnwl  Report  I.  C.  C,  1916;  table  faoinc  p.  74;  SUtbtiot  of  lUilwBya  in 
Uostad  States.  1900,  p.  10;  and  Abatraet  Statiatin  of  St«am  BaUways  in  United  SUtM 
(L  C.  C.  R.),  1916,  pp.  2, 6. 

>  Auraal  Beport  L  C.  C^  1916.  pp.  67-68. 


146  QUABTBRLY  JOUBNAL  OF  ECONOMICS 

distribution  of  railway  equipment  and  great  inequalities 
in  railway  service^  must  be  added  several  others.  The 
railroads,  the  shippers,  and  regulating  bodies  are  all 
responsible  to  some  extent  for  this  condition  of  affairs. 
The  general  public  has  generally  held  the  canias 
responsible  for  inadequate  transportation  facilities. 
There  is  a  widespread  belief  that  railroads  are  account- 
able for  the  trouble  because  of  a  shortage  of  cars.  It  is 
a  fact  that  certain  railroads  do  not  have  adequate  rolling 
stock.  ^  Indeed  some  small  railroads  have  no  cars  what- 
ever, and  they  rely  wholly  upon  their  connections  for 
equipment.'  In  one  state  in  1907,  railroads  having  10 
per  cent  of  the  total  mileage  relied  entirely  upon  other 
lines  for  their  equipment.*  In  the  late  ei^ties,  railroads 
sometimes  made  contracts  to  '^  furnish  cars  "  used  in 
traffic  with  other  roads,  the  assumption  being  that  the 
roads  making  tiie  contract  were  to  furnish  their  own 
cars;  if  they  did  not,  they  were  to  assume  the  mileage  on 
any  foreign  cars  used  in  this  joint  business.^  Evidence 
indicates  that  railroads  assumed,  but  in  many  instances 
did  not  pay,  the  mileage  to  the  road  that  owned  the  cars.  * 
In  view  of  conditions  in  1906  and  1907,  it  was  natural 
that  the  American  Railway  Association,  at  its  meeting 
in  October,  1907,  should  have  adopted  a  resolution  that 
it  was  **  a  basic  principle  that  ultimately  every  road 
should  furnish  sufficient  equipment  to  take  care  of  its 
local  traffic  moving  within  the  confines  of  its  own  road, 
and  also  its  proportion  of  all  equipment  required  for 
through  traffic."  *  The  Interstate  Commerce  Conmiis- 
sion  through  Commissioner  Cooley  early  laid  down  the 

>  1  I.  C.  C.  R.  775;   12  I.  C.  C.  R.  573;  St.  Loula  Hearingi,  pp.  3,  4.  110,  UO; 
DSM  Ci^  Hearings,  pp.  184,  185. 

*  Prooeedinss  National  Aaaooiation  Railway  CommiMioneca,  1913,  pp.  943-M4. 

*  12  I.  C.  C.  R.  574. 

*  Prooeedinci  American  Railway  AMOoiation,  toI.  i,  p.  183. 
»  Ibid.,  loo.  dt. 

*  Ibid.,  ToL  T,  p.  37. 
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{Mrinciple  that  it  was  the  duty  of  tiie  carrier  to  provide 
itsdf  with  reeling  stock  for  the  normal  business  which  it 
Iffopoeed  to  carry.^  It  was  contended  in  tiie  Chicago 
Hearings '  in  1906,  that  the  Intrastate  Commerce  Com<- 
misBion  should  be  given  power  to  compel  a  railroad  to 
bay  its  proper  share  of  equipment.  One  line  ought  not 
find  it  necessary  to  buy  so  much  equipment  that  it 
would  not  have  room  on  its  own  rails  to  store  its  own 
ears  during  periods  of  slack  business.*  But  such  in- 
between  different  systems  would  not  neces- 
indicate  tiie  insufficiency  of  the  total  supply. 
Examination  of  Table  I  shows  that  the  supply  of 
idling  stock  in  this  country  has  been  ample  except  in 
certain  seasons  of  certain  years.  From  1907  to  1916  it 
appears  that  there  were  five  years  in  which  there  was  no 
net  shortage  at  all,  and  two  other  years  in  which  the 
ahortage  was  only  nominal.  In  fact,  only  three  years  in 
this  pmod  show  any  marked  lack  of  cars.  According  to 
&ict8  pteeented  by  the  American  Railway  Association, 
there  were  423,183,191  idle  car  days  on  the  railroads  of 
the  United  States  from  1906  to  1916;  and  counting  the  ^  ^^  '^ 
Average  earnings  of  a  car  as  $2.50  a  day,  this  would 
mean  $1,057,957,977.60  as  the  loss  to  the  raihroads  on 
leeount  of  dull  times  and  hence  idle  cars  during  the  ten 
jears.  There  were  31,543,316  car  shortage  days  in  the 
ten  years  and,  on  the  same  basis,  the  loss  to  the  rail^ 
loads  because  they  could  not  furnish  cars  was  $78,858,- 
290.^  If  these  figures  are  to  be  relied  upon,  it  is  clear 
that  it  is  not  to  the  interest  of  the  railways  as  a  whole  to 
berease  materially  the  supply  of  cars.   It  is  a  fact,  how- 


*  11.  C.  C.  R.  722.  *  p.  360. 

'  CnmmiMinnfr  Hall  iMtifiad  b«f on  the  Hoom  CommHtee  on  Intanteie  CommerM 
>^  ttll  that  iatttiw  had  eome  to  the  ettantion  of  the  lotontate  Commeree  Commb- 
^  of  roedt  that  did  not  baire  room  on  their  own  raila  for  their  own  oen  during  periode 
**  iJMt  hmiwew.  and  were  obliged  to  itore  them  on  the  ground.   Beeh  Hearings,  p.  15. 

*  TIh  Ameriean  Baihray  AmoAtiwi  Bulletin  No.  6,  FMiruary  6, 1017. 
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ever,  that  there  were  actually  fewer  cars  in  service  in  the 
United  States  in  1915  than  m  1914,  and  fewer  in  1916 
than  in  1915;  ^  and  this  lack  of  equipment  combined 
with  an  enormous  war  traffic  has  of  course  caused  much 
^nbarrassment.  In  1914  and  1915,  the  railroads  did  not 
buy  the  usual  number  of  cars.  In  1916,  they  were  un- 
able to  secure  them.  Much  railway  equipment  has 
been  made  in  the  United  States  for  our  allies,  and  some 
car  manufacturers  ceased  to  engage  in  the  prosaic  busi- 
ness of  manufacturing  railway  equipment  because  of 
better  opportunities  in  other  lines. 

Without  attempting  to  minimize  the  importance  of  a 
shortage  of  rolling  stock,  which  at  times  causes  much 
embarrassment,  it  must  be  pointed  out  that  the  problem 
is  one  which  involves  much  more  than  a  mere  deficiency 
of  equipment.  As  Commissioner  Lane  indicated  more 
than  ten  years  ago,  the  problem  of  car  shortage  is  one 
which  is  connected  with  every  factor  of  railroading  — 
tiie  construction,  operation,  maintenance  and  financing. 
He  rightly  maintained  that  the  problem  of  transporta- 
tion is  so  closely  interwoven  with  the  fabric  of  our  com- 
mercial organization  that  one  may  not  lightly  say  what 
are  the  multitudinous  considerations  which  necessarily 
enter  into  so  simple  a  question  as  the  reason  why  a  car 
is  not  at  once  forthcoming  when  ordered.  As  he  pointed 
out,  the  inability  of  the  shipper  to  secure  a  car  may  be 
but  a  symptom  of  a  deep  seated  and  organic  trouble.* 
Examination  of  Table  I  indicates  that  much  attention 
which  has  been  given  to  the  subject  of  car  supply  mi^t 
better  have  been  given  to  the  conditions  which  affect 
car  operation.*    In  fact,  at  times  when  there  has  been 

1  The  numben  were  m  foUowi:  1914,  2.325.647;  1915.  2.318.305;  1016,  2,206.968; 
AanuAl  Report  I.  C.  C.  1016.  toble  facing  p.  74;  I.  C.  C.  Abttnet  of  Stfttistiat  of 
Steam  Railways  in  the  United  SUtea.  1016,  p.  3. 

«  12  I.  C.  C.  R.  574-576. 

*  See  statement  ci  J.  J.  Hill.  Minneapdia  Hearings,  p.  208;  Prmiaaf«t>^  Natkinal 
Asaociation  Railway  Commiaaionera,  1912,  pp.  246-247. 
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most  embarrassment  because  of  the  insuflSciency  of 
traiisportation  facilities,  it  has  resulted  more  from  con- 
gestion in  terminals  and  on  side  tracks  than  from  car 
dtortage.^  At  such  times  more  cars  would  have  made 
conditions  wcnrse  instead  of  better,  for  additional  equip- 
ment would  merely  have  added  to  the  congestion. 

The  problem  of  car  operation  has  been  increasing  in 
ognificanoe  as  our  commerce  has  become  more  inter- 
state in  character,  and  as  the  relation  of  the  railways  to 
each  other  in  the  handling  of  traffic  has  become  more 
complex.  When  our  railways  were  first  built,  ihe  ques- 
tion of  exchange  and  interchange  of  railway  equipment 
was  not  an  important  one.  The  lines  were  then  short 
and  disconnected.  They  served  a  local  conmiunity 
only,  and  as  a  rule  equipment  did  not  go  beyond  the 
termini  of  the  home  road.  Indeed,  railroads  were  built 
cm  differ^it  gauge  in  order  to  keep  cars  on  the  home 
track,  and  some  states  framed  charters  designed  to  pre- 
vent through  routes  so  as  to  keep  the  business  within 
their  borders.'  In  view  of  these  primitive  conceptions 
and  conditions,  it  is  not  surprising  to  leam  that  an  early 
decision  of  the  Interstate  Commerce  Commission  up- 
bdd  a  railroad  which  refused  to  furnish  cars  for  points 
beyond  its  own  line.  This  decision  was  based  upon 
the  theory  that  local  traffic  enjoyed  rights  superior  to 
thrau^  traffic.  The  Commission  observed  in  this  case 
that  "  if  this  company  (Pittsburgh  and  Lake  Erie  Rail- 
road) should  send  its  cars  ...  to  BuJGTalo,  .  .  .  this 

*  8m  ■Utcmc&t  of  Cominktioner  Clark  before  the  Chicago  Traffic  Club,  Railway 
Af^  November  1,  1907,  pp.  614-616;  statement  of  J.  J.  Hill,  MimMapoUa  Hearingi, 
P^  S&;  ne  abo  ibid.,  pp.  311,  318;  Prooeedings  National  Aeeociation  Railway  Com- 
aaaooera,  1912,  pp.  246-247;  12  I.  C.  C.  R.  664;  Annual  Report  I.  C.  C,  1916.  p.  68; 
*<Un«  of  Howard  ElUott,  Proceedings  Railway  Development  Association,  November, 
^U,pp.  2&-32;  St.  LouM  Hearings,  p.  16;  Kansas  City  Hearings,  p.  216.  Space  does 
*^  pimiit  of  a  illariiissiftn  of  the  vital  problems  of  railway  service  in  terminala,  and  of 
tkt  «>ft^hiHnatifln  of  rafl  and  water  earners.    These  subjects  most  be  left  for  fotara 


'  UcPhcfMn,  Railroad  Fraight  Rates,  pp.  161-162. 
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would  have  stripped  this  raibroad  of  its  equipment, 
leaving  the  other  business  along  its  line  to  go  to  ruin. 
.  .  /'  The  Commission  contended  further  that  the 
railroad's  ^'  first  and  most  paramount  legal  duty  to  the 
shipping  public  was  to  make  its  entire  freight  equipment 
do  its  utmost  in  serving  the  shippers  along  its  own 
line.  .  .  •"  ^  With  the  growth  of  the  country,  it  has 
been  necessary  to  develop  standard  gauge '  and  to  con- 
sider railroad  equipment  something  like  a  negotiable 
instrument.  It  is  now  imperative  that  cars  be  sent 
freely  from  one  system  to  another,  hence  the  vital  imr 
portance  of  equitable  car  service  rules  and  their  hon- 
est observance. 

When  carriers  began  to  interchange  equipment  in 
through  traffic,  they  paid  for  it  on  a  mileage  basis.  This 
led  to  great  abuses.  The  method  of  computing  mileage 
often  made  it  impossible  for  a  railroad  to  get  any  pay 
for  the  use  of  its  cars  in  the  local  service  of  another  rail- 
road, and  such  local  usage  was  widely  practiced.*  There 
was  much  dishonesty  in  making  reports,  and  foreign 
equipment  was  much  used  for  storage  piuposes  under 
the  mileage  plan.  Finally  in  1902,  this  basis  gave  way 
to  the  per  diem  method  of  payment.^  As  soon  as  this 
sjrstem  went  into  effect,  the  committee  on  car  service  of 
the  American  Railway  Association  was  able  to  report 
improvement  in  the  return  of  cars  to  their  owners,  whiciL 
resulted  in  an  increase  in  the  available  car  supply.  *   Th^ 

1  Riddle,  Dean  A  Co.  v.  Pittsburgh  A  Lake  Erie  R.  R.  Co.;  1 1.  C.  C.  R.  688  (008). 

*  Altho  the  standardisation  of  the  gauge  of  American  railroads  was  oarrisd  oi^ft 
principally  between  1860  and  1870,  the  standing  resolution  of  the  Amerioan  Raihvmiar 
Association  that  the  standard  gauge  should  be  4  ft.  8}  in.  was  not  adapted  until  April  *7, 
1897.    Proceedings,  vol.  vii.  p.  1220. 

*  Ibid.,  voL  i,  p.  183. 

*  Ibid.,  loo.  oit. ;  for  summary  of  objections  against  the  mileage  basis,  see  ibid.,  v^oL 
ii,  p.  748;  history  of  per  diem  from  its  proposal,  April  25,  1900,  to  its  final  adoption  if 
given  in  ibid.,  vol.  iii.  pp.  160-168.  198-215.  251-263,  279,  280.  292.  41(M15.  434, 
435.  552-595.  1019-1024. 

*  Ibid.,  vol.  iii.  p.  1039. 
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per  diem  was  twenty  cents  per  day  in  the  banning,  but 
it  has  been  modified  from  time  to  time  in  an  attempt  to 
make  it  to  the  interest  of  carriers  to  retiun  equipment 
promptly.  But  even  increased  per  diem  charges  do  not 
return  cars  when  there  is  a  great  demand  for  them  and 
when  it  is  profitable  to  use  foreign  cars  in  local  service. 

Statistics  of  car  location  (Maps  I  and  II)  show  that 
cars  accumulate  in  certain  sections  of  the  country  in 
certain  months  of  the  year.  As  has  been  suggested,  this 
IB  the  result  in  part  of  traffic  taking  its  normal  channels, 
but  it  is  also  due  to  the  fact  that  car  service  rules  are 
honored  more  in  the  breach  than  in  the  observance 
when  there  is  much  demand  for  equipment.  The  rail- 
roads frankly  confessed  this  fact  before  Commissioner 
McChord  in  the  Hearing  at  Louisville,  Kentucky,  in 
November,  1916.^  The  record  in  this  hearing  shows  that 
the  Car  Service  Commission  of  the  American  Railway 
Association  found  over  40,000  violations  of  car  service 
rules  in  the  month  of  June,  1916,  and  that  the  evidence 
was  so  overwhelming  that  further  inspection  was  aban- 
doned.' Such  a  practice  on  the  part  of  the  railroads 
places  a  great  burden  on  those  sections  of  the  country 
which,  as  has  been  indicated,  produce  mainly  raw  ma- 
terials, the  sections  which  normally  load  much  freight 
out  but  receive  little  inbound  freight.  Whenever  there 
is  a  heavy  demand  for  cars,  such  sections  suffer  much 
from  car  shortage,  for  they  cannot  provide  themselves 
with  empties  like  sections  that  are  receiving  a  constant 
stream  of  cars  under  load.  It  is  evident  that  the  '^  one- 
way "  shippers  are  dependent  upon  a  fair  observance  of 
car  service  rules  for  a  supply  of  equipment. 

The  effect  upon  the  railways  in  such  regions  is  equally 
apparent.    Railway  systems  in  the  West  suffer  severely 

*  Car  Supply  Investiciition,  Houm  Doc.  2116, 64th  ConsreBa,  2nd  Session,  p.  8. 

*  See  testimony  of  CommiasionerHAlUEsch  Hearings,  pp.  36-37;  also  Traffic  World, 
NoTcmbcr  11,  1916,  p.  056. 


162  QUARTBBLY  JOURNAL  OP  ECONOMICS 

from  lack  of  equipment,  regardlesB  of  their  original  sup- 
ply. Their  cars,  which  are  loaded  and  destined  to  the 
Atlantic  ports,  are  often  used  for  local  business  there  or 
are  loaded  and  sent  back  to  some  point,  say  inTrunk  Line 
or  Central  Freight  Association  territory,  and  unloaded 
only  to  be  reloaded  and  sent  again  to  the  Atlantic  coast. 
In  1906,  James  J.  Hill  sent  a  representative  of  the  Great 
Northern  Railroad  to  the  East  to  discover  where  Great 
Northern  equipment  was  being  detained.  The  repre- 
sentative found  that  their  equipment  was  being  used  to 
haul  ice  from  Maine  to  Boston  and  that  these  cars  had 
'*  been  in  that  service  for  months  and  months."  ^  Thus, 
through  the  disregard  of  car  service  rules,  the  cars  of 
railway  systems  west  of  the  Mississippi  River  shuttle 
back  and  forth  throughout  the  eastern  portion  of  the 
United  States.  Coal  mines  as  well  as  producing  areas 
belong  to  the  imfortunate  group  of  one-way  shippers. 
Consequently  railroads  which  serve  coal  mines  often 
find  it  difficult  to  secure  the  retiun  of  coal  cars  that  go 
beyond  their  own  lines.  A  typical  case  of  this  sort  came 
before  the  Interstate  Commerce  Commission  in  1910. 
The  superintendent  of  transportation  of  the  Illinois 
Central  Railroad  had  attempted  to  secure  an  agreement 
from  a  number  of  connecting  roads  that  they  would 
observe  car  service  rules  and  return  coal  equipment 
promptly.    The  reply  of  the  Missouri  Pacific  is  typicid. 


1  Testimony  of  Hill,  before  the  Interstate  Commerce  Ckymmiasion, 
Hearings,  p.  300.  Little  wonder  that  Hill  should  say:  "  The  oar  thief  is  the  worst  kind 
of  a  thief.  Thieves  are  aU  bad  but  I  think  the  car  thief  is  the  worst.'*  Ibid.,  Loe.  ctt. 
See  also  discussion  upon  the  adoption  of  the  per  diem  method  of  pasrment  before  the 
American  Railway  Association  in  Proceedings,  American  Railway  Asaociation,  voL  iiL 
p.  665. 

A  little  road  in  Iowa  about  100  miles  long  said  to  have  the  largest  amount  of  ears  par 
mile  of  any  railroad  in  the  United  States  has  had  much  trouble  in  keeping  equipment 
adequate  to  their  needs  because  they  ship  out  clay  and  gypsum  products  that  go  to 
distant  points,  and  the  number  oi  cars  that  come  over  their  system  under  load  doee  not 
correspond  with  the  number  they  ship  out,  hence  in  a  time  like  the  last  two  jrean  they 
have  much  trouble  from  oar  shortage.  (See  a  statement  oi  E.  D.  Chassel  of  the  Railroad 
Commission  of  the  state  of  Iowa,  Hearings  before  Hotise  Committee  on  Interstate  and 
Foreign  Commerce,  64th  Congress,  2nd  Session,  on  H.  R.  10646,  etc.,  p.  58.) 
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Tliat  railroad  indicated  that  it  would  be  glad  to  observe 
the  car  service  rules,  unless  they  were  disr^arded  by 
other  lines.    In  that  event  it  would  be  compelled  to 
confiscate  whatever  cars  it  found  upon  its  lines.    The 
Illinois  Central  finally  issued  an  order  to  the  effect  that 
none  of  its  cars  could  be  loaded  with  coal  destined  for 
points  beyond  its  own  lines.    Whereupon  the  Missoiui 
and  Illinois  Coal  Company,  which  was  thereby  pre- 
voited  from  marketing  coal  on  its  contracts  in  St.  Louis, 
appealed  to  the  Interstate  Commerce  Commission  for 
idief.    Reversing  the  earlier  decision  ^  it  was  held  that 
the  action  of  the  lUinois  Central  was  illegal ;  but  the 
Commission  made  no  order  in  the  case,  indicating  that 
H  was  the  first  duty  of  the  carriers  to  work  out  equitable 
carservice  rules  among  themselves.'  Clearly  the  refusal 
of  railroads  to  observe  their  car  service  rules  has  meant 
inequity  in  car  distribution  not  only  among  different 
duppers  and  different  sections  of  ihe  country  but  also 
among  the  railroads  themselves.    Such  practice  on  the 
part  of  the  carriers  gives  little  incentive  to  any  individ- 
oal  line  to  increase  its  car  supply.    Railways  are,  how- 
ever, not  altogether  responsible  through  non-observance 
of  car  service  rules  for  the  fact  that  railway  equipment 
becomes  congested  in  some  sections  and  lacking  in 
others.     Both  shippers  and  regulating  bodies  share 
this  responsibility. 

The  responsibility  of  shippers  for  the  inability  of 
carriers  to  render  adequate  service  is  greater  than  has 
commonly  been  recognized.  Among  the  practices  of 
shippers  which  contribute  to  the  inadequacy  of  trans- 
portation facilities  may  be  mentioned  the  detention  of 
equipment  longer  than  is  necessary  to  unload  it,  the  use 
of  cars  for  storage  purposes,  the  abuse  of  the  reconsign- 
ment  privilege  and  finally  by  continuing  trade  customs 

>  8m  R.  IfiQ,  note  1.  mpm.  >  22  I.  C.  C.  B.  30  (41). 
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that  should  have  changed  pari  passu  with  enlarged 
capacity  of  railway  equipment.    These  practices  have 
meant  an  inefficient  use  of  equipment.    Bad  habits  of 
American  shippers  have  been  developed  to  a  great  ex- 
tent by  competition  between  carriers.    For  some  years 
American  railroads  were  built  out  into  territory  where 
nobody  lived,  and  from  that  point  on  out  to  where 
nobody  cared  to  go.^    Because  of  the  excess  of  trans- 
portation facilities  it  was  natural  that  competition  be- 
tween carriers  should  have  brought  about  very  liberal 
use  of  railway  equipment  by  shippers.    Some  railroads 
had  ample  warehouse  or  storage  room  which  they  gave 
free  to  shippers  in  order  to  get  their  business.    Others 
that  did  not  have  storage  room  offered  their  cars  or  as 
was  often  the  case  the  cars  of  other  railroads.'   As  late 
as  1887  when  the  board  of  directors  of  the  New  York 
and  New  England  Railroad  reluctantly  permitted  the 
vice-president  and  general  manager  of  that  road  to  levy 
a  demurrage  charge  on  shippers  for  detention  of  equip- 
ment, the  competing  lines  with  the  exception  of  the 
Boston  and  Albany  began  soliciting  New  England  pa- 
trons with  promises  of  imlimited  car  storage.'    Altho 
earlier  attempts  ^  than  that  of  the  New  York  and  New 
England  Railroad  were  made  to  levy  a  demurrage 
charge  for  detention  of  equipment  by  shippers  they  do 
not  appear  to  have  been  taken  seriously,^  especially  so 
far  as  it  affected  big  shippers  •  or  competitive  points.' 
In  fact  any  one  railroad  found  it  very  difficult  to  insist 
upon  payment  of  demurrage  without  a  loss  of  business, 

1  See  an  article  by  Charles  Francia  Adama,  North  Ammoan  Review,  April,  1875. 

>  Chicago  HearincB,  p.  337;  see  St.  Louia  Hearings,  p.  140;  Prooeedinga  National 
Aasociation  Railway  CommiaaionerB,  1009,  p.  214,  and  1014,  pp.  41-42. 

>  Railway  Age,  February  8.  1007,  p.  171. 

«  Ibid.,  loc.  dt.;  also  Railroad  Age  Gaiette.  October  30,  1008,  pp.  123^1238. 

*  Proceedings  National  Association  Railway  CommiaaionerB,  1000,  pp.  236-287, 240. 

•  Ibid.,  p.  221. 

'  18 1.  C.  C.  R.  38;  26 1.  C.  C.  R.  216.   Proceedings  American  Railway 
vol.  i,  p.  173. 
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and  car  service  associations  were  finally  formed  to  col- 
lect ^  for  all  railroads.    Even  then  shippers  resisted  pay- 
ment of  these  charges  and  carried  their  cases  to  the 
Interstate  Commerce  Commission  but  without  success.' 
The  extent  to  which  shippers  use  railway  equipment 
for  storage  purposes  is  difficult  to  measure.    Reporting 
upon  evidfflice  presented  in  the  investigation  of  the 
Interstate  Commerce  Commission  in  1006,  Commis- 
soner  Harlan  pointed  out  that  both  railroad  men  and 
shippers  admitted  that  cars  were  constantly  used  by 
shippers  as  warehouses,  and  that  the  time  allowed  to 
them  for  loading  and  unloading  was  in  excess  of  real 
neeessity.*     Naturally  through  liberal  treatment  of 
shippers  on  the  part  of  railways  in  the  use  of  railway 
equipment,  habits  were  developed  of  relying  upon  the 
nflway  to  furnish  much  of  the  ''  business  plant."    The 
veiy  rapid  devdopment  of  our  commercial  centers  has 
contributed  not  a  little  to  the  insistent  demand  on  the 
pert  of  the  shipping  public  for  a  continuation  of  early 
privil^es  in  the  use  of  the  railway  equipment  in  connec- 
tion with  their  business.    Inasmuch  as  land  has  ad- 


*  Uit  of  demnxnc*  bareMM,  see  BuU.  191.  U.  8.  Dept.  of  Agriooltun,  March,  1915, 

p.  at 

*  11  L  C.  C.  R.  166;  mo  dK>  18 1.  C.  C.  R.  234. 

*  12  L  C.  C.  R.  679.  CommiMioiiflr  Lane  aaid  that  the  contention  that  ear  shortage 
Wbeen  eaueed  bgr  the  use  of  care  as  warehouaes  was  without  support  so  far  as  the  testi- 
■oBj  ginn  at  MiniisapoHs  and  Chicago  indicated.  He  maintained  that  the  demurrage 
Mvnmts  of  the  railroads  showed  that  to  a  very  limited  extent  did  "  consignees  avail 
^^liiisil  I  ui  of  the  rii^t  to  hold  ears  as  warehouses  and  pay  demurrage  thereon.*'  12 
L  C.  C.  R.  671.  While  this  mii^t  be  true  as  aiq>lies  to  agricultural  areas  to  apply  it 
PtftnSty  would  appear  to  overlook  the  fact  that  even  in  more  recent  years  demurrage 
leeoimls  might  not  be  a  true  measure  of  the  extent  to  which  shippers  were  holding  ears, 
i.  A.  SfainB  writing  in  the  Railway  Age  (February  8, 1907,  pp.  171-172)  maintained  that 
iBl89Sit  was  notorious  that  many  big  firms  owed  tens  of  thousands  of  dollars  which  was 
*ot  paid  and  which  no  attempt  was  made  to  collect.  Even  as  late  as  1909,  the  Committee 
^  Csr  Scrvftoe  and  Demurrage  of  the  National  Association  of  Railway  Commissioners 
'tported  thai  the  ooUeotion  of  demurrage  from  large  industries  was  still  somewhat  of  an 
*BOBaa]y;  that  in  some  sections  of  the  country  the  railroads  were  canying  on  their 
^XMks  uBcoDeeted  demurrage  of  hundreds  of  thousands  of  dollars;  that  the  failure  to 
^Bforee  demurrage  rules  had  been  "  particularly  notorious.**    Proceedings  National 

Railway  Commissioners.  1909,  pp.  221.  240.  If  these  stotements  are  to  be 
upon  it  is  fair  to  assume  that  an  important  portion  of  demurrage  was  never  even 
PlMsd  upon  the  books.  See  also  American  Railway  Association  (Bulletin)  February  6 
«adlfsy9. 1917. 
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vanced  in  value  very  n^idly  in  our  cities^  it  has  been 
cheaper  to  rely  upon  the  carriers  for  adequate  storage 
and  track  space  than  to  provide  it  otherwise.^  The 
charge  for  the  use  of  railway  equipment  has  not  ad- 
vanced in  the  same  ratio  that  the  value  of  real  estate 
has  risen;  indeed  the  charge  for  detention  of  railway 
equipment  had  remained  almost  stationaiy  until  re- 
cently advanced  by  the  Director  General  of  Railroads. 
Even  those  business  concerns,  which  a  generation  ago 
had  sufficient  storage  or  track  space,  have  found  it  eco- 
nomical  to  use  this  space  for  enlarging  their  capacity, 
leaving  the  burden  of  their  enlarged  capacity  upon  the 
carriers.'  This  applies  to  the  shipping  in  of  large  orders 
of  raw  materials  bought  imder  favorable  market  con- 
ditions as  well  as  to  the  daily  output  of  a  concern.  In  a 
case  in  the  former  class  which  came  before  the  Inter- 
state Commerce  Commission  as  late  as  1912,  the  shipper 
resisted  the  payment  of  demurrage,  but  the  Interstate 
Commerce  Commission  very  properly  held  that  the 
demurrage  should  be  paid.*  When  the  railroads  applied 
to  the  Interstate  Commerce  Commission  a  little  over  a 
year  ago  for  permission  to  reduce  free  time  on  domestic 
freight  held  in  New  Jersey  for  final  delivery  to  New 
York,  Brooklyn  and  elsewhere,  and  for  permission  to 
increase  the  charge  for  storage  for  both  ^qx)rt  and 
domestic  delivery  at  New  York  harbor  points,  neither 
measuro  was  for  the  purpose  of  increasing  rovenue  but 
to  relieve  freight  congestion.* 

In  the  case  of  some  concerns  which  have  adequate 
storage,  their  facilities  for  unloading  may  be  so  primi- 
tive as  to  occasion  much  delay  to  railway  equipment. 

1  See  U  I.  C.  C.  R.  170;  16 1.  C.  C.  R.  116;  ProoeedinsB  National  Anociation  Rail- 
way Commiaaionen,  1913,  pp.  367-368. 

*  See  Chicago  Heaiinga,  p.  3A8. 

«  26I.C.C.R.809. 

«  Newlanda  Heaiinga,  p.  900. 
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The  evidence  reflected  in  Map  11  appears  to  reveal  tiiat 
the  economies  sought  by  the  raiboads  in  building  self- 
dumping  coal  equipment  are  to  a  large  d^ree  offset  by 
the  fact  that  many  consignees  do  not  have  proper  facili- 
ties for  unloading  such  cars.  Investigation  was  made 
by  a  railroad  company  that  found  its  coal  cars  were 
being  unduly  detained;  and  it  was  told  by  dealers  in 
Kansas,  Oklahoma  and  other  states  that  it  was  cheaper 
for  them  to  hold  the  cars  and  pay  five  or  six  days  demur- 
rage than  it  was  to  unload  the  coal  in  bins  and  reload  it 
again  in  wagons.^ 

It  is  clear  that  railway  competition,  together  with 
eariy  liberal  precedents,  makes  it  difficult  for  railways  to 
put  wholesome  pressure  upon  shippers  to  provide  their 
own  storage.'  For  more  than  twenty-five  years  the 
Lehi^  Valley  Railroad  Company  provided  in  its  tariffs 
that  cars  containing  anthracite  coal  forwarded  to  Perth 
Amboy  for  transshipment  by  boat  and  held  at  that  port 
would  not  be  subject  to  demurrage;  it  was  further  pro- 
vided that  free  storage  in  bins  would  be  given  for  a 
period  of  two  years  to  such  shippers.  But  the  Inter- 
state Commerce  Conumssion  upheld  the  Lehigh  Valley 
in  1915  in  its  refusal  to  continue  to  fiunish  free  storage 
bins,  or  to  permit  cars  to  be  detained  without  demiu*- 
lage  charges.'  The  Interstate  Commerce  Commission 
bas  held  that  the  carrier  has  a  right  to  unload  car  load 
&^ei^t  at  the  end  of  free  time  in  order  to  secure  its 
equipment,^  but  this  in  practice  is  often  very  difficult  for 
^  canier  to  do  in  congested  terminals,  where  the  need 
is  greatest  for  releasing  equipment. 

Abuse  of  the  reconsignment  privilege  has  become  im- 
portant in  recent  years  through  a  substantial  increase 

1  Kmmm  City  HMrings,  p.  3fi0. 

*  41 1.  C.  C.  K.  606;  43  I.  C.  C.  R.  472. 

•  36  I.  C.  C.  R.  140;  see  «Im>  37  I.  C.  C.  R.  441. 
«  18  L  C.  C.  R.  234. 
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in  the  number  of  commission  men  and  brokers,'  who 
have  relied  ahnost  entirely  for  their  ''  business  plant  '^ 
upon  the  railway.  But  such  a  practice  is  by  no  means  a 
new  one.  The  manager  of  the  Railway  Clearing  House 
Association  of  Boston  observed  in  1888  as  follows: 
'^  When  one  sees  with  what  coolness  a  man  hires  desk 
room  in  an  office  and  starts  out  in  the  grain,  lumber  or 
coal  business  without  a  storehouse  of  any  kind,  no 
liunber  or  coal  sheds  or  a  square  foot  of  yard  room  any- 
where, trusting  entirely  to  the  railway  companies  to 
substitute  their  cars  for  storehouses  and  sheds,  charging 
him  nothing f  one  is  lost  in  amazement." ' 

Reconsignment  may  be  necessary  in  some  cases 
because  of  the  imcertain  or  slow  movement  of  trains.' 
This  is  especially  true  of  fruits,  vegetables,  or  other 
perishable  commodities.  Shippers  may  resort  to  recon- 
signment to  keep  their  list  of  customers  from  their  com- 
petitors,^ or  to  escape  demurrage  charges.*  Finally,  it 
is  considered  necessary  because  of  certain  trade  condi- 
tions, which  in  many  instances  have  been  brought  about 
through  the  use  and  abuse  of  reconsignment  itself.  In 
investigations  made  in  1917  at  New  York,  in  regard  to 
food  speculation,  it  was  learned  that  car  loads  of  pmsh- 
able  foodstuffs  were  sometimes  sold  a  dozen  times  and 

1  A  ear  Mrvice  manager  testified  before  the  Interstate  Commerce  Conunission  in 
1906  that  middlemen  had  increased  from  two  to  five  times  bat  that  they  had  not  in- 
creased their  facilities.  (St.  Louis  Hearings,  p.  141.)  Both  the  mushroom  eqwaaon  of 
many  business  concerns  as  a  result  of  the  war,  and  also  the  indefiniteness  of  the  fiitnre. 
have  caused  many  establishments  to  depend  entirely  upon  the  railway  plant  for  stovaae 
facilities.  Freight  equipment  has  been  used  as  coal  bins  from  which  the  daily  supply  has 
been  taken.  The  statement  was  made  before  the  Each  Committee  that  owing  to  1*^  of 
storage  facilities  Detroit  has  but  a  three  days'  coal  8«4>ply  on  hand.  (Eseh  Hearinsi  • 
p.  27.)  Much  evidence  along  this  line  was  given  in  hearings  before  the  Public  UtIUties 
Commission  of  Ohio  in  February,  1017. 

*  Proceedings  American  Railway  Association,  vol.  1,  p.  184.    See  also  12 1.  C.  C.  B. 
671.    Proceedings  National  Association  Railway  Commissioners,  1913,  pp.  902-36SS 
Railway  Age,  December  28,  1906,  p.  802. 

*  Kansas  City  Hearings,  p.  268.    Chicago  Hearings,  p.  433. 
«  Kansas  City  Hearings,  p.  256. 

*  See  Proceedings  National  Association  Railway  Commissioneta,  1914,  p.  48. 
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nearly  evesj  time  they  were  sold  a  reconsigninent  was 
made.'    The  handling  of  grain  and  other  commodities 
through  a  tiiird  party  or  conmiission  house  has  created 
laws  providing  for  inspection  either  by  state  or  regularly 
authoriJEed  boards  of  trade,  and  the  tariff  governing  de- 
murrage has  conceded  the  right  and  allowed  free  time 
for  inspection.   Instances  have  been  cited  of  grain  which 
moved  through  fifteen  different  markets,  being  subject 
to  official  inspection  at  each  of  the  markets  before  it 
was  ultimately  unloaded.'    It  was  contended  before  the 
National  Association  of  Railway  Commissioners  in  1913, 
that  90  per  cent  of  the  grain  tonnage  was  handled 
through  so-called  commission  firms  that  had  very  little 
if  any  storage  room  of  their  own.' 

like  other  privileges  enjoyed  by  shippers,  reconsig- 
ment  had  its  origin  in  the  days  of  fierce  railway  com- 
petition when  traffic  was  not  so  plentiful  as  it  has  been 
in  recent  ]rear8.^   Furthermore,  railway  competition  has 
extended  the  time  for  reconsigmnent  in  many  cases  be- 
yond what  is  necessary.*  Shippers  unfortunately  do  not 
folly  appreciate  that  with  a  change  in  conditions  insist- 
ence upon  what  they  have  come  to  consider  as  a  right  is 
aftar  all  the  abuse  of  a  privilege  which  results  in  injury 
to  ihanselves.    That  the  Interstate  Commerce  Com- 
miflsion  has  always  looked  upon  reconsigmnent  as  a 


>  A  etr  load  of  poUtoes  wu  told  to  a  Now  York  jobber  and  by  him  sold  to  a  Chieaco 
•ad  tha  ear  reeouigBed  to  Chicaco:  the  Chioago  jobber  eold  it  to  a  Cineinnati 
aad  the  ear  was  reemeigiied  to  Cineiniiati:  the  Cinciimati  dealer  sold  it  to  a 
Cfavelaad  dealer  and  the  ear  was  reoonsigiied  to  Clereland,  and  so  the  thing  went  on 
haU  a  doaea  more  tranaaetions  eovering  a  period  of  more  than  thirty  dajrs, 
the  ear  itself  was  standing  in  the  yards  in  one  of  the  upstate  dties  of  New 
Teik.    Baihragr  Age,  August  31. 1917.  p.  370. 

I  Natkmal  Assoeiatioa  Railway  Commiasionera.  1913.  pp.  361-362;  see  also  Eseh 
Bssriagi,  p.  11;  St.  Louis  Hearings,  pp.  114.  123.  It  has  been  contended  that  much 
teaiaal  dday  eonld  be  eliminated  by  providing  as  far  as  possible  for  inspection  of  grain 
More  shipaaeat.    Kansas  City  Hearings,  p.  266. 

■  Prosesdings  National  Association  Railway  Commissioners,  1913,  p.  361. 
«  Railway  Ags.  Oetober  6. 1906.  p.  416. 

■  Pioesediivs  Natknal  Association  Railway  CommissioDers,  1909.  pp.  220-221; 
13LCC.R.071. 
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privilege,  not  as  a  right,  is  clear/  and  this  body  has  not 
been  slow  to  condemn  the  abuse  of  this  privilege.  The 
Commission  has  maintained  that  it  is  worse  in  its  effects 
than  rebates.*  The  president  of  an  important  belt  line 
railway  testified  before  the  Interstate  Commerce  Com- 
mission that  reconsignment  is  the  largest  factor  in 
terminal  delays.*  Testimony  given  in  the  Louisville 
Hearings  in  November,  1916,  was  to  the  effect  that 
car  shortage  on  the  Illinois  Central  Railroad  would  have 
been  reduced  one-half  if  cars  held  for  reconsignment  had 
been  released.^  Beyond  doubt  a  considerable  amount 
of  traffic  which  blocks  sidinjgs  and  congests  terminals 
should  not  require  the  reconsignment  privil^e;  it  is 
manifestly  imf air  that  a  consignee  who  is  able  to  receive 
his  freight  promptly  should  be  prevented  from  doing  so 
because  traffic  held  for  reconsignment  congests  yards, 
sidings,  and  terminals.  Just  as  the  disregard  of  car 
service  rules  among  carriers  gives  little  incentive  to  any 
one  road  to  provide  ample  facilities,  so  does  disr^ard  of 
car  service  rules  between  railroads  and  shippers  leave 
little  incentive  to  a  shipper  to  provide  adequate  facilities 
for  handling  his  freight;  it  even  puts  a  premium  on  tha- 
"  shipping-to-order  "  practice. 

Trade  customs  relative  to  commercial  imits  hav^ 
meant  an  inefficient  use  of  railway  equipment.    Orders 
have  been  given  for  the  same  amounts  that  were  customr — 
ary  when  the  capacity  of  railway  equipment  was  mucks 
less  than  it  is  now.  Within  a  ten-year  period  the  numbetr 
of  freight  cars  increased  37  per  cent  while  the  \osud 
carrying  capacity  increased  60  per  cent.    Statistics  of 
the  Interstate  Commerce  Commission  indicate  that  this 

»  16 1.  C.  C.  R,  387. 

*  Railway  A«e,  February  8,  1007,  p.  171. 

•  Chicago  Hearings,  pp.  410-411;  St.  Louia  HearinffB,  pp.  122-125;  Tiafli«  Worid, 
Noyember  11,  1916,  pp.  062-966. 

«  Ibid..  November  18.  1916,  p.  1006. 
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increased  c^>acity  has  not  been  utilized.^  In  June,  1917, 
ihe  Railroads'  War  Board  pointed  out  that  the  average 
ear  kiad  was  but  15.5  tons  or  only  42  per  cent  of  the 
avaiige  capacity  of  cars.'    The  excellent  records  of 
maTiimiTn  loading  since  that  time  show  what  might  be 
possible  even  without  the  spur  of  patriotism.*    But  it 
would  appear  that  as  long  as  shippers  continue  the 
practices  which  have  just  been  described  it  wiU  be  im- 
possible to  determine  with  any  degree  of  certainty  the 
need  for  transportation  facilities. 

Those  who  represent  the  interests  of  the  carriers  have 
beoQ  as  ready  to  contend  that  government  regulation  is 
iieqx>nsible  for  inadequate  transportation  facilities  as 
the  public  has  been  to  lay  the  responsibility  upon  the 
nulroads.    It  has  been  claimed  that  the  retiun  to  the 
nulways  has  not  been  sufficient  to  enable  them  to  f lunish 
the  facilities  which  are  needed.^    The  Interstate  Com- 
meice  Commission  and  the  state  commissions  have 
liesitated  to  grant  increases  in  railway  rates  probably 
because  they  have  feared  that  an  increase  in  railway 
ineome  would  induce  an  increase  in  railway  capitaliza- 
ticm;  and  that  increased  capitalization  in  tiun  would  be 
praented  as  justification  for  another  increase  in  rates. 
The  vicious  circle  ought  to  be  broken  by  increased 
hiowledge  of  the  value  of  the  railway  plant  combined 
with  supervision  over  the  issue  of  railway  seciuities. 
Tie  public  cannot  afford  to  pay  less  for  transportation 
than  it  costs  to  produce  it.    But  this  discussion  is  con- 
cerned with  the  efficient  and  maximum  use  of  facilities, 
QDoe  they  are  provided.    Indeed  such  use  even  deter- 
nunes  the  supply  of  facilities  which  will  be  needed. 

'  Table  ficiiic  p.  74.    Ann.  Kept.  I.  C.  C,  1016. 

>  RufatMdi*  War  BoMd,  Offidal  PubUo  Bulletin  No.  7,  June  26.  1917. 

'  Mooh  ynhxMB  information  in  American  Railway  Aaeooiation  Bulletins. 

*  Thk  has  been  emphaaiied  in  the  program  of  the  railroada  as  presented  in  the  New- 
^  Hssringi  For  statements  of  A.  P.  Thorn,  see  pp.  213,  214.  218;  Judge  Loyett, 
P^tt3-664;  JnKos  Kmttsehnitt,  pp.  892.  86&-968.  972-973. 
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federal  regulation  has  doubtless  interfered  with  the 
proper  use  of  railway  facilities.  The  prohibition  of 
pooling  by  the  act  to  regulate  commerce  and  the  appli- 
cation to  the  railroads  of  the  theory  embodied  in  the 
Sherman  law  has  made  it  difficult  to  use  the  railway 
plant  in  an  economical  manner.  The  Panama  Canal 
Act  has  not  been  conducive  to  economy  and  efficiency 
in  the  operation  of  rail  and  water  sjrstems.  The  right 
of  the  shipper  to  route  his  freight  as  he  has  wished  has 
meant  much  economic  waste  in  our  transportation.  But 
federal  legislation,  or  as  wiU  appear  presently  the  lack  of 
it,  is  not  the  only  hindrance  to  efficient  and  sufficient 
railway  service.  State  laws  also,  which  have  regulated 
railway  operation  and  service,  have  prevented  an  equi- 
table and  economical  use  of  railway  facilities. 

Some  states  have  attempted  through  legislation  to 
give  shippers  within  their  borders  an  advantage  over 
their  competitors  in  other  states.    This  can  be  done  by 
low  intrastate  rates,  but  it  may  make  such  inroads  on 
railway  revenue  that  a  carrier  wiU  have  insufficient 
funds  to  provide  adequate  facilities.    Judge  Lovett  tes- 
tified before  the  Newlands  Committee  that  the  increase 
in  rates  given  by  the  Interstate  Commerce  Conomission 
at  the  beginning  of  the  European  War  was  practically 
offset  in  the  state  of  Pennsylvania  by  reduction  of  thes- 
rates  on  coal  to  tidewater  points.^   Carriers  may  he  pre — 
vented  from  financing  their  properties  to  advantage 
by  state  regulation  of  security  issues.'    Complaint  w( 
made  before  the  Newlands  Committee  that  the  Nei 
York  Central,  which  has  only  a  total  right  of  way  L 
Illinois  of  about  140  miles,  altho  it  operates  6034  miles 
of  first  track,  was  taxed  $600,000  by  that  state  as  a  con* 
dition  precedent  to  its  approval  of  an  intended  finaac- 

1  Newlandfl  Hearings,  pp.  716-717. 
s  Ibid.,  pp.  76,  98.  109.  894.  927-928. 
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ing;  also  that  Arizona  in  return  for  approval  of  an  issue 

of  securities  asked  that  litigation  concerning  passenger 

fares  be  dropped  and  that  a  new  station  be  built  at 

Phoenix.^     The  Hadley  Conunission,  in  commenting 

upon  state  r^ulation  of  security  issues,  said  they  be- 

Geved  the  time  was  near  when  the  difficulties  of  the 

present  sjrstem  of  dual  control,  and  the  conflict  of  state 

laws  would  become  so  manifest  that  finisher  legislation 

would  be  imperative.' 

State  industries  may  be  favored  by  legislation  regulat- 
ing directly  the  service  which  carriers  must  furnish  to 
shippers.    A  state  that  fixes  low  car  load  minima  may 
benefit  some  of  its  industries  but  it  wiU  absorb  more  than 
its  fair  share  of  railway  equipment.    Likewise  if  one 
state  gives  much  free  time  to  shippers  this  means  that 
equipment  is  detained  and  shippers  in  other  states  are 
dq)rived  of  its  use.    C.  F.  Staples,  member  of  the  Min- 
nesota Railroad  Commission,  told  the  National  Associar 
tion  of  Railway  Commissioners  in  1909  that  he  could 
readily  imderstand  why  no  railroad  in  Minnesota  would 
pomit  one  of  its  cars  loaded  with  floiu*  to  go  down  into 
the  New  England  states,  for  there  they  permitted  foiu* 
days  free  time  for  unloading,  which  of  course  meant 
much  delay  to  Minnesota  farmers  who  were  clamoring 
for  cars.*    It  is  evident,  too,  that  anything  which  in- 
creases detention  of  equipment  at  the  same  time  in- 
creases the  aggregate  supply  which  is  necessary  to  move 
A  pven  tonnage.    The  unsatisfactory  character  of  reg- 
ulation of  demiurage  by  the  separate  states  brought 
about  the  adoption  of  a  uniform  demurrage  code  by  the 
National  Association  of  Railway  Commissioners  in  1909 

>  Ncvbnds  Hauinsi^  p.  928,  see  dso  pp.  76-^. 

*  Bcpt  of  the  RaflnMd  8eeurtti«  Commianon,  House  Doo.  No.  256,  62iKi  ConcrcM, 


p.  8. 

*  Prooeedinc*  Natioiud  AnocUtion  Railway  Commiationen,  1909,  p.  277.  See  the 
^^'^BncBt  of  a  member  of  the  Minneeota  Railroad  Commianon  before  a  Senate  Com- 
>itt«  in  1917.    Hcazisfs.  8.  630.  BCay  8, 1917,  p.  19. 


164  QUARTRRLY  JOURNAL  OF  SCONOMIC8 

and  the  Interstate  Commerce  Commission  approved 
this  code  the  same  year.  The  year  follo¥mig  it  was  ap- 
proved by  the  American  Railway  Association.  Accord- 
ing to  a  bulletin  of  the  United  States  Department  of 
Agriculture  published  in  March,  1915,  there  were  at  that 
time  twenty-four  states  that  had  adopted  the  uniform 
code  for  intrastate  traffic,  and  in  the  other  twenty- 
four  altho  there  was  a  tendency  to  conform  more  nearly 
to  the  provisions  of  the  uniform  code,  the  exceptions 
thereto  and  the  number  of  special  provisions  in  the 
state  codes  were  important.^ 

Following  the  acute  conditions  in  1006  and  1907, 
about  twenty  states  passed  so-called  reciprocal  demur- 
rage laws.  Similar  l^islation  was  introduced  into  Con- 
gress,' and  the  Interstate  Commerce  Commission  was 
asked  to  make  a  ruling  governing  reciprocal  demurrage; 
but  it  held  that  it  had  no  authority  to  make  such  a 
rule.*  Such  legislation  requires  railroads  to  supply  ship- 
pers with  cars  on  penalty  of  so  much  per  day  for  each 
car  not  furnished.  Some  of  the  state  laws  were  drawn, 
in  such  a  way  that  they  were  declared  illegal,  and  for- 
timately  the  decisions  of  the  courts  brought  little  en- 
forcement of  the  legislation  in  many  other  states,  and 
in  some  the  legislation  has  been  repealed.  Aside  from 
the  weakness  of  such  a  law,  were  it  appUed  generally,  to 
have  it  in  some  states  and  not  in  others,  means  inter- 
ference with  interstate  commerce  and  an  unequal  dis- 
tribution of  equipment  among  states.  It  puts  a  premium 
upon  the  retention  of  a  carriers'  cars  upon  its  own  lines 
and  hence  under  its  own  control,  which  in  turn  inter- 
feres with  free  exchange  and  interchange  of  equipment. 
In  view  of  this  fact  it  might  not  be  worth  while  to  fur- 

»  Bulletin  No.  191,  U.  S.  Dept.  of  Agriculture. 

<  For  a  copy  of  a  bill  (S.  3644)  and  hearings  on  same,  see  Sen.  Doo.  No.  311,  60th 
Congress,  1st  Session,  pp.  1-134,  and  appendix  of  five  tables. 
»  12I.C.  C.  R.  61. 
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nish  a  shipper  with  cars  that  could  not  be  sent  beyond 
the  termini  of  the  originating  road.  The  application  of 
such  a  law  means,  therefore,  that  shippers  would  find 
their  markets  curtailed.  In  other  words  the  application 
of  such  a  law  within  the  borders  of  a  state  means  that 
shippers  within  that  state,  engaged  in  interstate  com- 
merce, would  have  difficulty  in  securing  a  fair  share  of 
railway  equipment.^ 

Our  early  railway  legislation  prohibited  discrimina- 
tion on  the  part  of  the  railways.   It  is  equally  important 
to  eliminate  discrimination  which  results  from  state 
legulation.  Regulation  by  some  states  makes  it  difficult, 
in  some  cases  impossible,  for  carriers  to  furnish  equitable 
and  adequate  service.    In  the  middle  70's  when  the 
Windom  report  was  made  to  Congress  there  was  a 
demand  for  low  freight  rates.    That  was  natiu'al  in  view 
of  the  economic  conditions  which  obtained  at  that  time. 
About  ten  years  later  the  Cullom  report  brought  dis- 
crimination in  freight  rates  to  the  fore.     And  now 
within  the  last  decade  the  growth  of  traffic  beyond  the 
capacity  of  the  railway  plant  and  the  lack  of  proper  con- 
trol of  railway  service  have  brought  the  shipping  public 
to  a  realization  of  the  fact  that  adequate  and  non-dis- 
criminatory service  is  as  important  as  low  or  non-dis- 
criminatory rates.    This  is  reflected  in  the  recent  Esch 
and  Pomerene  Reports.    Shippers  appeared  before  the 
Interstate  Conunerce  Commission  in  the  Fifteen  per 
cent  rate  case  and  expressed  their  willingness  to  see  an 
advance  in  freight  rates,  in  the  hope  that  the  railways 
would  be  able  to  render  better  service.    From  the  fore- 
going analysis  it  would  appear  that  something  more  is 
required  than  an  increase  in  railway  facilities.    What  is 

*  Aade  from  the  eartent  to  which  such  lesblation  interf eres  with  intentate  commeroe 
^tbefree  exehance  of  railway  equipment  it  b  easy  to  see  how  it  would  lead  to  rebatint 
if  the  one  leeetrea  the  penalty  who  b  luppoied  to  be  damaged  by  the  fact  that  equip- 
MBtanotfonkhed. 
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needed  is  a  thorogoing  control  of  railway  service.  This 
is  necessary  whether  the  railroads  are  restored  to  private 
operation,  continued  under  some  plan  of  government 
operation,  or  taken  over  by  the  government  through 
government  ownership. 

If  the  railroads  are  to  be  restored  to  private  operation 
our  government  regulation  ought  not  compel  the  carriers 
to  compete.   Most  students  of  transportation  are  agreed 
that  there  would  be  a  distinct  advantage  in  the  repeal 
of  our  legislation  which  prevents  pooling  and  combina- 
tion among  carriers,  provided  there  be  adequate  super- 
vision and  control  of  such  combinations.    Those  who 
argue  for  the  railroads  have  contended  that  the  repeal 
of  such  legislation  would  have  made  government  opera- 
tion of  railroads  unnecessary;  that  the  breakdown  was 
one  of  government  regulation  rather  than  of  railroad 
administration.  ^   If  this  be  granted,  it  implies  more  than 
railroads  will  desire  to  accept.   The  character  of  railway 
service  from  about  1900  to  the  present  time  indicates 
that  something  more  than  mere  permission  to  carriers  to 
pool  and  form  combinations  is  necessary.    The  repeal  of 
the  federal  legislation  referred  to  would  not  be  sufficient. 
A  railroad  like  any  other  business  interest  will  combine 
with  others  when  it  is  to  its  advantage  to  do  so,  but 
when  a  carrier  occupies  a  strategic  position  in  the  use  of 
terminal  or  other  facilities,  it  is  not  probable  that  it  will 
offer  to  share  this  monopoly  advantage  with  other  car- 
riers.   It  may  be  to  the  interest  of  the  public,  therefore, 
not  only  to  permit  but  to  compel  certain  combinations 
among  carriers  in  rendering  service.*   There  is  as  mucbi. 
logic  in  compelling  one  carrier  to  permit  the  use  of  its 

1  See  editoriala  in  Railway  Age;  also  Regiilation  of  Railways  by  8.  O.  Dunn  (Aiv&e' 
ton,  1918)  reviewed  by  the  writer  in  Journal  of  Political  Economy,  October,  1918. 

s  See  a  statement  by  Senator  Cummins,  Hearings,  8.  636,  May  3,  1917,  p.  96;  see 
also  article  by  Professor  Van  Metre,  New  Republic,  February  2,  1918,  pp.  17-90. 
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facilities  by  another  carrier  as  there  is  in  compelling  one 
utility  to  permit  the  use  of  its  poles,  conduits,  or  other 
facilities  by  another  utility.  In  both  cases  the  public 
receives  consideration  as  an  important  third  party  to 
the  contract.  The  theory  in  the  decision  of  the  Supreme 
Court  in  the  St.  Louis  terminal  case  (1912)  ought  to  be 
more  generally  applied.^ 

In  the  regulation  of  railway  service  the  Esch-Pom- 
erene  law,  which  became  effective  May  29,  1917,  is  but 
a  beginning  in  the  right  direction.  This  legislation  gives 
the  Interstate  Conunerce  Commission  control  over ''  car 
service  "  which  term  is  defined  by  the  law  to  include 
"the  movement,  distribution,  exchange,  interchange, 
and  retiun  "  of  cars  used  in  the  transportation  of  prop- 
erty by  any  carrier  subject  to  the  provisions  of  this  act.* 
It  is  not  easy  to  appreciate  why  such  a  law  was  not 
passed  some  years  earlier.*  System  control  of  what 
must  be  inter-system  equipment  was  too  long  tolerated. 
When  the  American  Railway  Association  worked  out 
^  service  rules  in  1900  much  emphasis  was  placed 
^pon  ownership  as  the  proper  criterion  for  the  return  of 
^pment.*    The  same  theory  is  foimd  in  the  order  of 

>  234  U.  S.  383. 

*  SUtatas  of  the  U.  S..  65th  Congraas.  Ut  Session,  1917,  chap.  23,  pp.  101-102. 

'  See  a  review  by  the  writer  of  the  Special  Report  of  the  Interstate  Commeroe 
^^miwinn  for  1917  in  American  Economic  Review,  March,  1918. 

*  The  rules  were  presented  to  the  Association  by  its  Car  Service  Committee  in  April 

^^  the  sosgestion  that  the  expression  of  the  Association  or  of  members  thereof  be 

^^^tt  and  that  the  rules  with  suggestiona  be  referred  back  to  the  committee  for  reoon- 

'^'tietion  and  recommendation  to  the  Association  in  its  October  meeting.    Rule  3  as 

^%aiaQy  preaented  by  the  committee  had  provided  that  a  car  should  not  be  delivered 

^  a  second  railroad  without  consent  of  owner.    The  Association  voted  that  "  without 

^'^scat  of  owner  "  be  riiminated.   The  committee,  however,  did  not  take  this  as  binding 

^on  them,  and  reported  the  rule  in  October  "  with  consent  of  owner  "  inserted.    Di»- 

^*>BOD  at  some  length  followed  concerning  the  recognition  which  should  be  given  to 

^^Bdihip  of  a  car  and  the  extent  to  which  the  needs  of  traffic  and  the  reduction  of  empty 

*^  Bukage  on^t  at  times  to  control  in  the  exchange  and  interchange  of  equipment.   By 

^  ^cry  dose  vote  the  Association  decided  that  the  interests  of  the  car  owner  should  be 

*'^*Mdeied  first.    (See  Proceedings,  vol.  iii,  pp.  161  et  seq.  and  251  et  seq.    The  rules  as 

**>i9ted  October  24.  1900  are  found  in  Proceedings,  vol.  iii,  pp.  279-280.)     In  the 

^^obcr  meeting  in  1901  amendment  was  made  to  rule  3,  to  permit  one  railroad  to 

^*^vcr  a  foreign  car  either  loaded  or  empty  to  another  railroad  for  switching  service 

"V  that  its  uae  waa  to  be  eonfinad  to  switohing  aervioe  and  its  return  made  either  to 
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the  Interstate  Commerce  Commission  of  January,  1917.^ 
But  the  theory  is  not  a  soimd  one.    Its  application 
means  much  unnecessary  switching,  delay  to  shippers 
in  securing  equipment,  and  an  undue  amount  of  empty 
car  mileage.    It  is  often  difficult  to  get  cars  out  of  con- 
gested terminals,  even  disregarding  ownership.    In  the 
winter  of  1917  the  Pennsylvania  Railroad  Company  in 
some  instances  used  a  crane  to  lift  cars  bodily  from  one 
track  to  another  rather  than  switch  them  through  miles 
of  congested  yards.'    When  the  Railroads'  War  Board 
was  created,  this  body  modified  the  plan  of  returning 
cars  to  owners;  and  for  some  classes  of  equipment  they 
simply  based  the  number  each  road  was  to  receive  upon 
the  number  it  owned.    The  United  States  Railroad  Ad- 
ministration has  gone  further  in  the  same  direction.  The 
economies  in  pooling  railway  equipment  are  clear  and  if 
the  railways  are  relinquished  to  private  operation  after 
the  war  a  plan  ought  to  be  worked  out  which  will  con- 
tinue the  pooling  of  equipment  and  compel  each  carrier 
to  furnish  its  fair  proportion  of  the  total  supply.    The 
formation  of  separate  corporations  which  would  own 
all  equipment  and  lease  it  to  the  railroads  would 
doubtless  make  a  satisfactory  organization  through 
which  government  control  could  be  made  effective. 
Under  some  such  plan  railroads  which  have  not  pro- 
vided themselves  with  sufficient  equipment  could  be 
held  to  a  strict  accountability. 

But  there  is  also  the  question  of  car  service  as  it 
applies  between  railroads  and  shippers.  This  the  Esch* 
Pomerene  law  does  not  cover  except  in  an  indirect 

the  home  road  or  the  delivering  road.  A  new  section  (No.  15)  waa  added  to  difio* 
switching  service.  Again  amendment  was  offered  to  permit  loading  a  oar  in  the  oppo* 
site  direction  of  the  home  road.  Much  warm  discussion  followed  and  it  was  uifed 
that  this  would  open  the  door  to  the  use  of  foreign  cars  in  local  service,  espedaUy  in  • 
state  like  Connecticut  which  allowed  96  hours  free  time.  The  Aasodaticm  refused  to 
adopt  the  amendment  by  a  vote  of  18  to  28.     (Proceedings,  vol.  iii,  p.  410  et  aeq.) 

»  43  I.  C.  C.  R.  667. 

*  Testimony  of  Commissioner  Hall,  Each  Hearings,  p.  17. 
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manner.  As  has  been  indicated  there  is  a  wide  variety 
of  practice  on  the  part  of  railways  in  their  transactions 
with  shippers,  depending  sometimes  upon  competition 
between  carriers,  sometimes  upon  state  legislation. 
When,  for  example,  increased  demurrage  has  been  ap- 
l£ed  by  one  carrier,  or  by  the  carriers  in  one  state,  altho 
it  has  produced  desirable  results  in  releasing  equipment 
more  promptly,  it  has  been  difficult  to  maintain  tJie  ad- 
vanced scale  because  of  the  lower  demurrage  charges  of 
other  carriers,  or  because  of  a  lower  scale  enforced  in  a 
bordering  state.  This  has  meant  unfair  distribution  of 
equipment  between  shippers  and  between  states.  Julius 
Kruttschnitt  has  pointed  out  that  the  average  detention 
(rf  equipment  for  a  given  period  by  consignees  in  Oregon 
was  about  50  per  cent  greater  than  in  Calif  omia  where 
demurrage  charges  were  much  higher.  ^  It  would  appear 
therefore,  that  the  Esch-Pomerene  law  will  be  ineffective, 
even  within  the  narrow  scope  of  car  service  which  it  is  de- 
signed to  cover,  as  long  as  the  separate  states  have  laws 
and  commission  rulings  which  are  wholly  independent 
of  and  inconsistent  with  orders  which  federal  authorities 
may  care  to  make.  The  commerce  of  this  country  has 
become  so  complex  that  intrastate  regulations  cannot  be 
enforced  without  great  detriment  to  the  shipping  public 
generally;  and  to  quote  the  Hadley  Commission  "  It 
is  a  matter  of  direct  concern  to  the  federal  government 
that  the  facilities  for  handling  commerce  between  the 
states  should  not  be  impaired."  * 

Two  obstacles  will  be  encountered  in  attempting  to 
take  power  over  railway  service  from  the  states  and 
give  it  to  the  federal  government.  One  of  these  difficul- 
ties is  l^al,  the  other  is  political.  Those  opposed  to  an 
extension  of  federal  control  will  contend  that  the  federal 
Sovemment  has  no  right  to  exercise  control  over  intra- 
state commerce,  but  in  view  of  the  Shreveport  doctrine 

*  Newkadf  Hmrinci,  p.  928.        *  Rfli>C  JUilroad  SeearitiM  Commini^ii,  p.  8. 
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which  has  been  set  forth  in  a  number  of  cases  it  is  not 
probable  that  the  legal  obstacle  will  be  insurmountable. 
It  will  doubtless  become  increasingly  clear  to  the  courts 
that  state  regulation  of  intrastate  commerce  is  impos- 
sible without  at  the  same  time  affecting  materially 
interstate  commerce.  According  to  testimony  before 
the  Newlands  Committee  about  85  per  cent  of  all  traffic 
is  interstate.^ 

The  political  difficulty  in  the  way  of  the  adoption  of 
federal  regulation  of  railway  service  is  concerned  with 
centralized  versus  local  control.  It  will  be  contended 
that  a  centralized  control  cannot  be  sufficiently  familiar 
with  local  conditions  to  be  effective  and  efficient.  There 
is  much  to  be  said  for  this  objection.  The  United 
States  Railroad  Administration  began  with  a  Director 
General  of  Railroads.  Gradually  this  administration 
has  decentralized.  Regions  have  been  established,  and 
these  in  turn  have  been  further  subdivided.  It  has  ap- 
parently been  realized  that  first  hand  information  is 
important  in  conducting  a  railroad  successfully.  The 
predominance  of  the  divisional  type  of  organization  I 
found  on  American  railroads  is  further  evidence  of  the 
value  of  knowledge  of  local  conditions.  If  there  is  to  be 
control  of  railway  service,  first  hand  information  con- 
cerning operating  conditions  would  appear  to  be  in- 
dispensable. How  then  c^m  the  disadvantage  of  state 
regulation  be  eliminated  and  yet  retain  the  advantages 
which  come  from  intimate  association  with  actual  con- 
ditions. Possibly  this  could  be  done  by  some  plan  which 
would  permit  the  states  to  cooperate  with  the  Inter- 
state Commerce  Conunission  but  which  would  make  the 
orders  of  the  federal  conm[iis8ion  paramount.  A  betttf 
plan  and  one  which  has  the  support  of  an  increasiDg 
number  of  students  of  transportation,  would  be  to  i 
divide  the  country  into  a  number  of  regions,  somethinf 

i  HMriB«^  p.  78,  tcMtimoay  of  A.  P. 
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after  the  plan  of  the  federal  reserve  banking  system. 
These  regions  should  in  size  and  shape  conform  to 
traffic  conditions.  Such  regions  would,  therefore,  ignore 
state  lines.  It  would  then  be  logical  to  establish  com- 
missions for  these  regions.  State  commissions  would  not 
necessarily  be  discontinued  but  could  give  their  time  to 
IMiblic  utilities  within  the  state;  possibly  they  could  be 
of  value  in  an  advisory  capacity  to  regional  commissions. 
It  may  be  contended  that  such  a  proposed  decentral- 
isation of  r^ulation  indicates  clearly  that  the  present 
decentralized  plan  should  not  be  disturbed.  But  the 
present  plan  of  arbitrary  state  lines,  in  no  sense  coin- 
cides with  traffic  needs,  and  regulation  of  railway  service 
by  the  various  states  seriously  interferes  with  interstate 
traffic.  The  proposed  plan  would  be  sufficiently  elastic 
to  take  advantage  of  the  knowledge  of  local  condi- 
tions and  at  the  same  time  it  would  be  possible  to  work 
out  more  equitable  rules  and  regulations  affecting  rail- 
way service,  among  railroads  themselves,  and  between 
railroads  and  shippers. 

If  we  assume  that  as  a  result  of  our  experience  during 
the  war,  government  ownership  should  be  adopted  in 
the  United  States  or  that  some  form  of  government  op- 
eration be  continued,  much  of  the  conffict  between  the 
states  and  the  federal  government  and  between  the 
states  themselves  would  presumably  be  eliminated ;  but 
there  would  nevertheless  be  need  of  more  control  of  rail- 
way service.  It  must  not  be  forgotten  that  government 
ownership  is  not  an  aim.  It  is  a  means.  Standards 
of  service,  therefore,  and  the  machinery  for  carrying 
tbem  out  are  as  necessary  under  one  system  as  under 
Mother,  altho  it  is  probably  true  that  the  absence  of  any 
i^ccessity  on  the  part  of  separate  railroads  to  earn  divi- 
^fends  might  make  enforcement  of  some  of  the  r^ulations 
^  railway  service  easier.    If  the  railroads  were  owned 
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by  the  government  or  operated  by  it  as  at  present  it 
would  make  little  difference  if  Great  North^n  cars  were 
used  to  haul  ice  from  Maine  to  Boston,  so  far  as  the 
Great  Northern  itself  would  be  concerned;   but  there 
would  remain  the  inequalities  of  service  between  the 
shippers  of  the  Northwest  and  those  of  New  England. 
A  Uttle  consideration  will  show,  too,  that  government 
ownership  or  government  operation  would  not  change 
the  situation  as  it  affects  different  classes  of  shippers 
within  the  same  state.    Reference  is  made  here  espe- 
cially to  the  one-way  and  two-way  shippers.    What  this 
means  in  actual  practice  may  be  shown  by  a  concrete 
case  which  came  before  the  Ohio  PubUc  UtiUties  Com- 
mission during  its  two-weeks  hearings  on  coal  shortage 
in  February,  1917.^  A  Mr.  Mobley,  agent  for  the  Balti- 
more and  Ohio  Railroad  at  Cincinnati,  was  asked  to 
testify  how  many  cars  had  been  ordered  by  a  long  list  of 
industrial  concerns  and  what  proportion  of  those  ord^ied 
had  been  assigned  to  them.    To  take  a  tjrpical  case  he 
replied  that  for  the  month  of  January,  1917,  a  certain 
steel  and  iron  company  ordered  89  cars  and  was  fur- 
nished with  372.    When  asked  to  explain  why  more  cars 
were  supplied  than  were  actually  ordered,  he  pointed 
out  that ''  fiunished  "  in  his  records  meant  the  number 
of  loaded  cars  sent  out  by  that  mill  over  his  line;  that 
the  discrepancy  was  due  to  the  fact  that  that  concern 
received  large  inbound  shipments  daily  and  that  they 
were  therefore  able  to  provide  themselves  with  most  of 
the  empties  they  needed  and  hence  they  did  not  need  to 
ask  the  railroad  for  many  in  addition.    The  same  result 
is  seen  in  many  of  our  agricultural  states  where  there  are 
many  important  grain  shipping  points  that  get  very  few 
cars  in  under  load  yet  these  are  the  very  places  that 
need  large  numbers  of  cars  for  outbound  grain  shipments. 
Other  places  in  these  states  more  populous  and  moie 

*  These  hearinsa  were  not  imnted. 
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diversified  in  their  activities  receive  more  inbound 
frei^t,  and  hence  at  times  there  is  a  very  unequal  dis- 
tribution of  railway  equipment  between  different  places 
in  these  states.    Finally,  the  same  situation  presents 
itself  on  a  still  larger  scale  in  the  unequal  distribution 
d  equipment  between  different  sections  of  the  coimtry. 
Government  ownership  would  not  change  the  essential 
characteristics  of  the  one-way  and  two-way  shippers  or 
eliminate  the  fimdamental  featiues  of  our  producing 
and  consuming  areas.    But  in  any  case  justice  and  eflSi- 
ciency  demand  that  control  over  railway  service  be 
taken  out  of  the  hands  of  the  railroads,  the  shippers  and 
the  states  and  given  to  federal  authorities,  so  organized 
that  they  can  have  a  knowledge  of  local  conditions  and 
at  the  same  time  a  view  of  transportation  problems  that 
Gctends  beyond  the  boundaries  of  any  state  or  traffic 
area.    If  it  be  contended  that  such  control  is  placing 
railway  management  in  the  hands  of  government  au- 
thorities who  know  nothing  about  it,  the  reply  is  that 
the  railroads  have  confessed  their  inability  to  enforce 
thdr  rules  either  against  each  other  or  against  shippers; 
hence  the  pubUc  profits  Uttle  by  the  fact  that  the  rail- 
roads know  what  ought  to  be  done.    Railroad  men  and 
duppers  of  long  experience  should,  however,  be  utilized 
by  the  government  in  its  control  of  railway  service. 
These  men  should  be  able  to  make  equitable  rulings 
which  can  be  backed  by  the  force  of  law,  if  necessary. 
With  proper  federal  control  shippers  in  our  large  and 
congested  terminals  might  look  forward  to  some  plan  of 
immediate  deUvery  of  less  than  car  load  shipments  and 
more  rigid  rules  for  disposition  of  car  load  freight.   Ship- 
pers in  rural  districts  might  realize  that  some  storage 
loom  for  grain  plus  improved  highways  would  not  only 
net  them  a  better  margin  of  profit  but  lessen  the  difficul- 
ties for  themselves  and  the  pubUc  generally  which  are 
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annually  experienced  because  of  their  attempt  to  mar- 
ket their  crops  within  a  comparatively  short  period  oi 
time.  Railroads  now  admit  that  regulations  which 
have  been  forced  upon  them  have  increased  theu 
revenue,  protected  them  against  each  other,  and  bene- 
fited the  public.  It  is  time  shippers  learned  the  same 
lesson. 

To  siunmarize,  there  is  a  danger  that  the  war  will  be 
accepted  as  the  cause  of  our  unsatisfactory  railway  ser- 
vice.   Furthermore,  the  popular  idea  that  the  trouble 
is  mainly  due  to  car  shortage  is  a  narrow  view  of  the 
question.    Evidence  indicates  that  traffic  has  outgrown 
the  transportation  plant;    and  that  for  more  than  a 
decade  whenever  business  has  been  brisk,  railway  ser- 
vice has  been  inadequate  and  inefficient.     Assuming 
that  under  a  system  of  private  ownership  sufficient 
revenue  will  be  allowed  to  carriers  to  enable  them  to 
provide  adequate  facilities  or  that  under  government 
ownership  they  would  be  provided  by  the  government 
itself,  there  would  remain  the  question  of  the  proper  use 
of  these  faciUties  to  prevent  imfaimess  in  the  one  case 
among  railway  systems  and  under  either  plan  to  prevent 
injustice  among  different  classes  of  shippers  and  among 
various  sections  of  the  country.     In  other  words  gov- 
ernment operation  or  government  ownership  will  nol 
eliminate  the  defects  of  railway  service  which  are  dum 
in  some  cases  to  the  strategic  advantages  which  som«> 
groups  of  shippers  enjoy,  or  in  other  instances  to  th^ 
size  of  our  country  and  its  geographical  division  of  labod 
These  fundamental  characteristics  being  the  same  undea 
private  or  government  ownership,  there  is  a  need  in  aid 
case  of  more  comprehensive  regulation  of  railway  servi 

C.  O.  RUQG 
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"^e^    ^ 


;3^ 


(n^oi^ 


) 


APPENDIX 


TABLE  I 

^  SUXPLUBBB  AMD  CaB  ShOBTAGBS,  JaNUART  2,  1907  TO  OCTOBBR  15, 

1914,  AND  Fbbruabt  1, 1915,  to  Dbcbmbbr  1, 1917 


Date 


Jan.  2 
Feb.  6 
April  10 
Msy  15 
May  29 
June  12 
June  26 
July  10 
July  24 
Aug.  7 
Aug.  21 
Sept.  4 
Sept.  18 
Oct.  2 
Oct.  16 
Oct.  30 
Nov.  13 
Nov.  27 
Dee.  11 
Dee.  24 


JaD. 
Jan. 
Feb. 
Feb. 
Mar 
Mar 
April 


8 
22 

5 
19 

4 
18 

1 
April  15 
April  29 
May  13 
May  27 
June  10 
June  24 
(ttly  8 
July  22 
Aoi  5 
^^19 

W.16 
W.30 

^28 
Nov.  U 

Nov.  25 
gee  9 
Dec.  23 


Total 
Surplus 

29,855 

12,018 

15,037 

21,437 

24,945 

32,325 

32,859 

58,183 

50,954 

46,650 

40,477 

21,639 

17,251 

6,193 

4,258 

3,946 

12,201 

40,348 

119,339 

209,310 


341,763 
342,580 
343,928 
322,513 
314,992 
297,042 
307,510 
375,770 
413,605 
404,534 
381,904 

313,298 
303,560 
308,680 
281,621 
253,003 
222,632 
173,587 
133,792 
115,036 
110,912 
121,174 
132329 
175,643 
222,077 


Total 

Shortaflo 

115,348 

149,865 

96,154 

55,428 

42,970 

40,343 

34,458 

20,813 

18,753 

18^14 

22,628 

31,679 

64,920 

64,469 

85,764 

90,757 

57,003 

17,964 

4,520 

724 


653 

738 

1,100 

1,249 

1,619 

1,007 

528 

146 

267 

159 

125 

427 

451 

518 

509 

635 

854 

1,418 

2,935 

8,114 

13,199 

10,839 

11,659 

9,210 

1,679 

1,019 

171 


Net  Surplus 


37,370 
32,201 
27,836 
17,849 


22,384 
114,819 
208,586 


341,110 
341,842 
342,828 
321,264 
313,373 
296,035 
306,982 
375,624 
t^  413,338 
404,375 
381,779 
349,567 
312,847 
303,042 
308,171 
280,986 
252,149 
221,214 
170,652 
125,678 
101,837 
100,073 
109,515 
123,619 
173,964 
221,058 


Net 
Shortafle 

^  85,493 

^^137,847 

81,117 

33,991 

18,025 

8,018 

1,599 


10,040 
47,669 
58,276 
81,506 
86,811 
44,802 
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Data 


ToUl 


Total 


N«i 


IMt 

Surplus 

Shortaie 

Net  Surplus         Shoitaci 

Jan.     6 

333,019 

506 

332,513 

Jan.  20 

311,664 

358 

311,306 

Feb.    3 

301,571 

288 

301,283 

Feb.  17 

301,441 

470 

300,971 

Mar.    3 

299,925 

685 

299,240 

Mar.  17 

291,418 

550 

290,868 

Mar.  31 

296,600 

399 

296,201 

April  14 

296,663 

343 

296,320 

April  28 
May  12 

282,328 

497 

281,831 

284,479 

187 

284,292 

May  26 

273,890 

1,240 

272,650 

June    9 

277,559 

285 

277,274 

June  23 

262,944 

827 

262,117 

July     7 

.   260,277 

530 

259,747 

July  21 

243,324 

339 

242,985 

Aug.    4 

207,173 

1,626 

205,547 

Aug.  18 

159,424 

2,009 

157,415 

Sept.    1 

110,576 

3,899 

106,677 

Sept.  15 

78,798 

7,425 

71373 

Sept.  29 

53,388 

14,582 

38,806 

Oct.   13 

35,977 

23,431 

12,546 

Oct.  27 

30,896 

36,636 

5,740 

Nov.  10 

36,616 

39,902 

3,286 

Nov.  24 

39,528 

27,496 

12,032 

Dec.  10 

57,470 

18,593 

38,877            

Dec.  22 

58,354 

24,054 

«}4e,«SIKI               .... 

ItlO 

Jan.     5 

52,309 

13,893 

38,416 

Jan.   19 

51,836 

24,992 

26344 

Feb.     2 

51,600 

26,625 

24,975 

Feb.  Id 

45,513 

31,204 

14,309 

Mar.    2 

45,315 

29,907 

15,408 

Mar.  16 

44,529 

27,187 

17,342 

Mar.  30 

45,672 

19,786 

25,886 

April  13 

84,887 

7,530 

77,357 

April  27 
May  11 

102,085 

5,766 

96319 

127,148 

4,555 

122,503 

May  25 

115,390 

4,729 

110,661 

June    8 

129,508 

2,729 

126,779 

June  22 

125,644 

3,011 

122,633 

July     6 

143,824 

959 

142365 

July  20 

134,594 

1,293 

133,301 

Aug.    3 

105,564 

2,783 

102,781 

Aug.  17 

78,760 

5,081 

73,679             

Aug.  31 

60,022 

9,293 

50,729 

Sept.  14 

54,890 

7,814 

47,076 

Sept.  28 

42,469 

17,941 

24,528 

Oct.   12 

33,735 

20,419 

13316 

Oct,   26 

29,131 

21,896 

7,235 

Nov.    9 

34,581 

21,000 

13,681 

Nov.  23 

43,060 

14,673 

28,393 

Dec.    7 

53,915 

11,901 

42,014 

Dec.  21 

62,118 

10,705 

51,413 
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Date 

mi 

Jan.  4 
Jm.  IS 
F^.  1 
Feb.  15 
Mar.  1 
Mar.  15 
Mar.  29 
April  12 
April  26 
May  10 
May  24 
June  7 
June  21 
July  5 
July  19 
Aug.  2 
Aug  16 
Aug.  30 

Sept-  13 
Sept.  27 
Oct.  11 
Oct.  26 
Nov.  8 
Nov.  22 
l>ec.  6 
I^.  20 

Jaji.  3 
^a^.  17 
Ja^.  31 
£«b.  14 
r^b.  28 
5^ar.  13 
B^ar.  27 

Aj>ril25 

^^ay    9 

IMLay  23 

J\uie    6 

J^me  20 

JvUy    4 

July  18 

Aug.    1 

^^g.  15 
^^29 
^t.l2 

?«Pt.26 

^-  10 
get.  24 
Nov.   7 

Nov.  21 
Nov.  30 

^.31 


tdta\ 


ToUl 


\\0,432 

156,355 

175,609 

192,673 

208,527 

196,217 

187,219 

189.524 

188,847 

168,233 

160,006 

165,934 

165,508 

150,433 

130,136 

108,000 

88,866 

70,722 

58,382 

48,854 

39,306 

45,290 

43,059 

53340 

88,646 


142,316 
102,479 
55,592 
50,886 
44,984 
46,028 
52,682 
94,943 
151,186 
136,776 
123,683 
89,208 
73,464 
70,731 
75,389 
65,904 
58,623 
36,047 
27,380 
26,754 
22,810 
17,289 
19,897 
22,363 
26,135 
26,614 
50,659 


3,506 
2,477 
1,287 
1,942 
2,831 
1,266 
1,330 
1,166 
2,518 
1,569 
835 
2,204 
2,764 
1,887 
1,361 
2,045 
3,830 
4,325 
6,439 

o,«}44 

12,957 
18,774 
18,776 
19,949 
17,697 
11,832 


6,378 

12,194 

23,011 

36,928 

37,142 

42,985 

33,974 

15,554 

12,305 

6,678 

7,482 

2,822 

5,746 

6,707 

6,467 

9,394 

14,722 

26,297 

36,000 

44,547 

54,389 

67,270 

71,156 

73,475 

62,536 

61,006 

33,601 


NeiSurphM 

106,924 

119,820 

155,068 

173,667 

189,842 

207,261 

194,887 

186,053 

187,006 

187,278 

167,398 

166,802 

163,170 

163,621 

149,072 

128,091 

104,170 

84,541 

64,283 

50,038 

35,897 

20,532 

26,514 

23,110 

36,143 

76,814 


135,938 

90,285 

32,581 

13,958 

7,842 

3,043 

18,708 

79,389 

138,881 

130,098 

116,201 

86,386 

67,718 

64,024 

68,922 

56,510 

43,001 

9,750 


Shortaie 


17,058 


8,620 
17,793 
31,579 
49,981 
51,259 
51,112 
36,401 
34,392 
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Date 


Total 


Total 


Nat 


.V 


IMS 

Surplua 

flhortace 

NetSurphia        Shortace 

Jan.   15 

53,230 

24,791 

28,439 

Feb.     1 

62,045 

24,785 

37,260 

Feb.  15 

52,700 

30,517 

22,183 

Mar.    1 

58,529 

27,148 

31,381 

Mar.  15 

57,098 

20,223 

37,775 

April    1 

68,792 

10,804 

57,988 

April  15 
May    1 

70,715 

13,217 

67,498 

53,977 

14,178 

39,799 

May  15 

61,269 

10,975 

50,294 

May  31 

60,291 

9,383 

50,908 

June  14 

71,126 

7,199 

63,927 

June  30 

70,740 

7,036 

63,704 

July  15 

76,280 

6,875 

69,405 

Aug.    1 

69,716 

11,261 

58,455 

Aug.  15 

69,253 

14,828 

54,426 

Sept.    1 

73,576 

15,270 

58,306 

Sept.  15 

61,753 

21,594 

40,159 

Oct.     1 

41,994 

31,620 

10,374 

Oct.   15 

37,198 

43,246 

.  •  •  •                      0,U4o 

Nov.    1 

38,276 

40,118 

•  .  .  •                       X*o4^ 

Nov.  15 

46,059 

23,407 

22,662 

Dec.    1 

67,466 

10,212 

57,254 

Dec.  15 

107,613 

5,968 

101,545 

itii 

Jan.     1 

190,521 

1,671 

188,850 

Jan.   15 

217,274 

2,385 

214,889             

Feb.     1 

211,960 

2,282 

209,678 

Feb.  14 

199,385 

2,333 

197,052 

Mar.    1 

159,480 

5,573 

153,907 

Mar.  15 

132,010 

7,145 

124,865             

April    1 

141,525 

2,013 

139,512 

April  15 
May    1 

213,324 

455 

212,869 

230,533 

1,654 

228,879 

May  15 

239,406 

764 

238,642             

June    1 

242,572 

770 

241,802             

June  15 

232,994 

660 

232,334 

July     1 

220,875 

1,333 

219,542             

July  15 

228,384 

1,843 

226,541             

Aug.    1 

198,998 

2,333 

196,665 

Aug.  15 

174,260 

2,115 

172,145 

Sept.    1 

165,244 

1,918 

163,326             

Sept.  15 

138,108 

2,059 

136,049             

Oct.     1 

133,382 

2,355 

131,027             

Oct.   15 

154,342 

2,360 

151,082 

/ 

/>.•   -       ^ 

.f      '< 

r<    K(^  1  ci  1 

\'H^ 


i 


,f. 


DO* 

ToUJ 

TotiJ 

Net 

lUf 

SuxpllM 

flhortafe 

N«i  Surplus 

Shortafe 

j^  .   ^ 

Feb.     1 

280,573 

1,162 

279,411 

\^  ^^ 

Mar.    1 

322,290 

543 

321,747 

April    1 
May    1 

327,441 
292,269 

357 
966 

v/ 327,084 
291,303 

T-C? 

June    1 

300,146 

218 

299,928 

S  Ucrxti 

July     1 

276,421 

785 

275,636 

Aug.    1 

266,312 

948 

265,364 

Sept.    1 

191,309 

6,300 

185,009 

Oct     1 

88,351 

10,010 

78,341 

Nov.    1 

55,793 

27,525 

28,268 

Dee.     1 

60,793 

23,391 

37,402 

IMS 

Jan.     1 

70,391 

23,310 

47,081 

•    •   •    • 

Feb.     1 

53,611 

33,312 

20,299 

•   •    •   • 

Mar.    1 

43,025 

62,562 

•  •  •   • 

19,537 

April    1 
May    1 

52,274 

47,636 

4,638 

•  •   •  • 

63,344 

29,983 

33,361 

•  «  ■  • 

June    1 

70,310 

12,617 

57,693 

•  «  •  « 

July     1 

68,035 

15,801 

52,234 

•  •  •  • 

Aug.     1 

49,753 

39,991 

9,762 

«  •  •  • 

\ 

Sept.    1 

45,044 

64,917 

•  •  •  • 

19,873 

..^^.  ■.-.  t^^* 

s^t.  ao 

34,157 

94,854 

•  •  •  • 

60,697 

^  t 

Nov.    1 

24,837 

139,745 

■  •  ■   • 

^114,908 

^\  a.i^ 

Dee.     1 

21,166 

128,944 

•  •  •  • 

107,778 

.' 

Dee.  31 

39,635 

101,882 

•  •  •  • 

62,247 

IMT 

Feb.     1 

27,069 

137,057 

109,988 

Mar.    1 

25,294 

155,376 

130,062 

Mar.  31 

19,467 

164,264 

144,797 

#'-'       X)  /'  < 

May    1 

19,026 

167,653 

V  148,627 

l\  tf    ^yi'f* 

June    1 

23,850 

130,449 

106,649 

June  30 

28,669 

106,351 

77,682 

Aug.     1 

43,481 

77,257 

33,776 

Sept.    1 

50,783 

85,388 

34,605 

"'  %\ 

Oct.     1 

24,297 

96373 

72,576 

Nov.    1 

11,293 

159,787 

148,494 

i  * 

Dec.     1 

12,122 

132,036 

119,914 

C^\. 


tnJ 
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REVIEWS 


LAUGHLIN'S  CREDIT  OF  THE  NATIONS: 
A  STUDY  OF  THE  EUROPEAN  WAR* 

One  of  the  difficulties  under  which  the  social  sciences,  as 
contrasted  with  the  physical  sciences,  have  alwajrs  labored  is 
the  impossibility  of  initiating  and  carrying  through  labora- 
tory experiments  for  the  purpose  of  testing  the  accuracy  of 
hypotheses.  The  experience  of  the  past  has  been  used  to 
prove  or  disprove  tentative  theories,  but  these  experiences 
often  contain  disturbing  factors,  and  it  is  seldom  possible  by 
this  means  to  isolate  and  determine  the  effect  of  a  single 
factor,  as  can  be  done  in  an  experiment  in  physics  or  chem- 
istry. In  the  events  of  the  present  war,  however.  Professor 
Laughlin  finds  the  needed  social  laboratory  for  the  testing  of 
theory.  Never  has  credit  been  subjected  to  greater  shocks  or 
strains  than  during  the  present  struggle;  never  has  credi 
been  used  on  so  great  a  scale;  and  never  have  such 


methods  been  used  to  safeguard  it.    Here  is  a  wonderfully    ^ki 
fruitful  field  for  observation  and  induction,  of  which  Pro 
fessor  Laughlin  has  fully  availed  himself.    The  working  o^t^^i 
credit  in  the  principal  belligerent  countries  is  found  to  illuo     ^ 
trate  and  prove  the  theory  of  money  and  credit  previousli^      v 
elucidated  by  the  author  in  his  Principles  of  Money. 

The  book  is  divided  into  six  chapters,  of  which  the  fira^^st 
describes  briefly  the  great  industrial  advance  achieved  by 
the  European  nations,  but  esp)ecially  by  Germany,  during 
thirty  years  prior  to  the  outbreak  of  the  war.    Germany 
remarkable  industrial  development  provided  the  econom: 
power  and  efliciency  which  made  militarism  possible. 


cause  Germany  was  energetic  and  thrifty  she  could  afford  Hk^e 

*  Credit  of  the  NationB:  A  Study  of  the  European  War.   By  J.  Lawrence  T-fiMg***^"r 
New  York,  1918.    Charles  Scribner's  Sons.    Pp.  ziv,  406.     Price  $3.50.  /te 
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hxuiy  of  militarism,  as  Professor  Veblen  has  put  it.  Add  to 
this  a  colossal  national  ambition  and  the  cause  of  the  war  is 
given.  It  was  this  dominating  spirit  which  guided  the  use  of 
the  new  wealth  into  the  channels  of  conquest. 

In  the  second  chapter,  Professor  Trfiughlin  recapitulates 
briefly  his  theory  of  credit,  and  describes  its  functions  in  time 
of  war.  Credit  is  based  on  goods.   When  the  war  began  there 
wasasudd^i  stoppage  of  trade  or  exchange  of  goods.   Multi- 
tudes of  persons  had  demand  liabilities  falling  due,  to  meet 
which  they  depended  upon  payment  by  their  debtors.    ''  If 
notable  to  pay  in  cash,  because  they  cannot  collect,  can  they 
offer  an  acceptable  means  of  payment  ?    Here  we  find  the 
crux  of  the  whole  crisis  in  credit  brought  on  by  the  war  " 
(p.  65).    The  methods  used  in  England,  France,  and  Ger- 
many to  provide  these  "  acceptable  means  of  payment,''  to 
transmute  uncollectible  credits  into  inunediate  means  of  pay- 
ment, are  described  in  the  next  three  chapters,  and  constitute 
the  mam  thesis  of  the  voliune. 

In  no  country  was  the  crisis  more  acute  than  in  England. 
liMleed,  Professor  Trfiughh'n  finds  in  her  financial  unprepared- 
nesB  clear  proof  that  die  did  not  anticipate  war.  While  the 
Bank  of  England  responded  gallantly  to  the  needs  of  the 
occasion,  the  joint  stock  banks  showed  the  white  feather  and 
curtailed  their  loans  instead  of  expanding  them.  They  had  a 
mass  of  unliquid  bills  and  tried  to  protect  themselves.  Ac* 
oordingly  the  government  suspended  the  bank  act,  proclaimed 
&  moratoriiun,  and  authorized  the  issue  of  currency  notes. 
Piofessor  Laughlin  concludes  that  neither  of  the  last  two 
D^easures  was  necessary  and  that  the  last  was  a  mistake.  It 
^  not  more  money  that  was  needed,  but  a  setting  in  motion 
4ain  of  the  machinery  of  credit.  On  the  other  hand,  the 
iQfians  tak^i  to  maintain  the  gold  standard,  to  stabilize 
'ordgn  exchange,  and  to  guarantee  the  Bank  of  Ekigland 
gainst  loss  from  bills  discounted  by  it  (involving  a  possible 
^dtimate  loss  to  the  government  of  $150,000,000)  are  all  ap- 
proved, as  well  as  the  poUcy  of  taxation  and  loans.  As  to  the 
^ility  of  Great  Britain  to  carry  the  enormous  indebtedness 
c^ted  by  the  war,  the  author  entertains  no  doubt.    Indeed 
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he  believes  the  country  will  emerge  from  the  conflict  strength- 
ened and  awakened. 

A  study  of  conditions  in  France  throws  doubt,  Professor 
Laughlin  thinks,  upon  the  widely  heralded  organization  of 
credit  in  that  country.  Owing  to  the  great  centralisation  of 
banking  in  the  Bank  of  France  the  responsibiUty  of  providing 
the  necessary  credit,  of  Uquefying  the  assets  frozen  by  the  out- 
break of  war,  was  thrown  upon  that  institution.  This  need  it 
met  by  increasing  its  discounts  and  advances,  both  to  private 
businesses  and  to  the  state.  But  the  establishment  of  a  mora- 
torium, the  suspension  of  specie  payments,  and  the  great 
increase  of  bank  notes  are  held  to  have  been  unnecessary  and 
ill-advised.  There  is  in  France  a  confusion  of  monetary  and 
fiscal  functions  which  contrasts  strikingly  with  the  Ekiglish 
system  and  offers  a  warning  to  our  country  against  money 
inflation  and  especially  of  an  inconvertible  paper  currency. 
As  to  the  abiUty  of  the  French  people  to  carry  the  prodigious 
war  debt  and  the  heavy  taxation  involved.  Professor  Laughlin 
concludes  that  they  can  do  so  ''  if  nearly  all  the  margin  of 
goods  produced  by  an  energetic  people  over  and  above  the 
necessaries  of  life  "  are  devoted  to  this  purpose. 

Germany,  however,  offers  the  abschreckendes  Beispid  in  the 
domain  of  credit.    Through  the  Reichsbank  which  is  under 
strong  imperial  control,  the  joint  stock  banks,  the  loan 
bureaus,  the  mimicipal  bureaus,  and  the  war  credit  banks,  it 
was  planned  to  mobilize  credit  so  as  to  provide  every  one  with 
''  cash  "  and  avoid  a  moratorium.    Taxation  was  not  to  be 
resorted  to,  but  the  necessary  funds  for  financing  the  war  were 
to  be  obtained  by  temporary  loans  which  would  be  repaid 
ultimately  from  the  heavy  indemnities  collected  from  the 
conquered  nations.    Both  the  military  and  financial  plans 
have  miscarried.   Germany  is  now  saddled  with  an  enormous 
debt,  an  inconvertible  paper  money,  a  tremendous  inflation  o£ 
her  credit,  and  a  50  per  cent  depreciation  in  the  pnrfhnnin^T 
power  of  the  mark.    Professor  Laughlin  concludes  that  eve^ci 
now  Germany  is  not  solvent  and  that  the  real  values  behiiud 
the  credits  have  shrunk  in  many  instances  so  as  to  render  tb^^ 
latter  worthless.    As  to  her  ability  to  carry  the  staggeriiB.^ 
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burden  of  the  war,  he  concludes  that  her  racial  characteristics 
wiD  enable  her  to  pull  through  and  even  to  regain  her  former 
commercial  position. 

In  the  last  chapter  are  described  the  events  in  the  United 
States  which  preceded  our  entry  into  the  war.  The  move- 
ments of  foreign  exchange,  the  changes  in  our  foreign  trade, 
our  loans  to  Europe,  and  the  ensuing  effects  upon  our  credit 
institutions  are  clearly  set  forth.  Warm  approval  is  given  the 
Federal  Reserve  system  and  the  services  it  was  able  to  render. 

Professor  Laughlin  has  embodied  in  this  volimie  a  vast 
amount  of  careful  research  and  has  brought  together  in 
scholarly  fashion  a  mass  of  scattered  material.  It  is  the  more 
to  be  regretted  therefore  that  he  has  thought  it  necessary  to 
introduce  so  much  that  is  polemical.  He  never  loses  a  chance 
to  belabor  the  ''  obsolete,"  the  ''  archaic  and  fallacious  " 
quantity  theory  of  money.  His  interpretations  of  the  work- 
ings of  credit  are  colored  throughout  by  his  own  theory  of 
credit  and  money.  But  if  allowance  be  made  for  the  personal 
factor  the  book  will  be  found  to  be  the  most  valuable  exposi- 
tion of  principles  and  repository  of  information  which  has  yet 
been  produced  in  the  domain  of  war  finance. 

E.  L.  BOOABT. 
IJHnrBBsmr  of  Ilunoib. 


ADAMS'  AMERICAN  RAILWAY  ACCOUNTING  ^ 

Tbe  author  states  in  the  preface  that  this  book  is  a  simple 
uaiysis  of  a  standardized  S3rstem  of  business  records,  and 
tbt  it  is  designed  to  be  helpful  to  three  classes:  (1)  thosewho 
ve  coming  to  see  that  the  truthful  keeping  of  records  is  a  sol- 
^tforcurrent  industrial  problems;  (2)  accounting  experts 
^  foreign  lands  who  may  desire  to  learn  American  methods 
^  apply  them  to  their  local  problems;  and  (3)  practical  ac- 
^^tants,  particularly  the  younger  railroad  accountants  who 
did  not  take  part  in  that  nation-wide  symposium  of  1907  to 

*  American  Raflwaj  AooountiQg.  By  Henry  C.  Adams.  Henry  Holt  ft  Company, 
*W.   PP.4M. 
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1910,  out  of  which  emeiged  American  railroad  accountiiig  as 
a  standarduEed  system^  and  who  may  find  in  the  book  an 
explanation  of  many  of  the  rules  they  now  apply. 

Certainly  no  one  should  be  better  qualified  to  write  ihe  his- 
tory of  the  successive  steps  which  have  brought  about  uni- 
formity in  railroad  accounting,  or  to  ex^dain  ihe  reasons  which 
underlie  the  rules  of  the  Interstate  Conmierce  Commission's 
accounting  classifications.  From  1887,  when  the  Conmiission 
was  created  and  given  jiuisdiction  over  accounts,  until  1911, 
Professor  Adams  was  actively  in  charge  of  the  accounting  and 
statistical  work  of  the  Commission,  and  he  has  left  a  lasting 
monument  in  the  earlier  accoimting  classifications.  He  gives 
full  credit  to  the  American  Association  of  Railway  Account- 
ants, to  whom  the  volume  is  dedicated,  for  their  efficient 
cooperation,  but  the  credit  for  harmonizing  conflicting  view- 
points during  the  critical  period  of  standardization,  and  for 
making  effective  a  workable  uniformity  in  railroad  accounting 
must  be  accorded  to  Professor  Adams  more  than  to  any  other 
one  person. 

The  introductory  chapter  deals  in  the  abstract  with  the 
task  of  the  railroad  accountant.  ''  The  accountant  stands 
at  the  center  of  an  organized  industry;  every  transaction 
passes  through  his  hands;  every  problem  must  receive  the 
imprint  of  his  mind,  for  it  is  he  who  supplies  in  concrete  form 
the  information  upon  which  reliance  must  be  placed  for  decid- 
ing administrative  policies.  No  other  single  officer  of  a  great 
industry  is  required  by  virtue  of  his  official  position  to 
know  as  much  of  all  the  operations  in  all  departments  as  the 
accounting  officer." 

Chapter  2  deals  with  the  structure  of  a  system  of  railroad 
accounts,  defining  the  agencies  of  transportation  and  the 
accountant's  definition  of  a  steam  railroad.  Under  the  gen- 
eral headings  of  (1)  construction,  (2)  organization,  (3)  op- 
eration, (4)  corporation  transactions,  and  (5)  functions  of 
ownership,  the  chapter  contains  a  very  helpful  analysis  of 
railroad  functions. 

The  third  chapter  treats  construction  costs  prior  to  opera- 
tion and  discusses  such  questions  as  the  basis  of  construction 
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efaups,  cost  and  its  relation  to  investment^  interest  and  dis- 
count, and  depreciation  during  construction.  This  is  followed 
by  a  chapter  on  construction  accounts  subsequent  to  opera- 
tion, additions  and  betterments,  renewals,  and  abandoned 
[woperty.  It  throws  much  light  on  the  underlying  reasons  for 
the  rules  which  apply  to  the  division  of  costs  between  addi- 
tions and  betterments  on  one  hand  and  operating  expenses  on 
the  other  hand. 

The  fifth  chapter  discusses  operating  expenses  and  sum- 
marises the  philosophy  underlying  the  grouping  of  the  pri- 
nuuy  expense  accounts.  Especially  helpful  is  the  treatment 
of  the  depreciation  accounts,  a  feature  which  met  with  strong 
opposition  on  the  part  of  many  railroads  when  the  subject  was 
under  discussion  and  when  equipment  depreciation  accruaLs 
were  required  by  the  1907  classification.  Even  now  there  is 
much  misunderstanding  concerning  the  philosophy  of  these 
accounts.  As  between  the  several  methods,  Professor  Adams 
favors  t^e  ''  straight  line  "  plan,  because  it  is  simple,  easily 
understood,  and  takes  away  from  the  management  the  temp- 
tatioD  of  arbitrary  adjustments  for  the  sake  of  making  a 
temporary  showing.  As  to  the  annuity  plan,  which  is  used  by 
some  roads  to  justify  a  low  rate  of  depreciation  charge,  he 
pcHnts  out  that  it  cannot  be  assumed  that  the  interest  on  the 
ttnounts  set  up  for  the  charge  in  the  first  year  reduces  the 
amount  of  the  charge  for  the  second  year  imless  the  manage- 
ment actually  creates  a  depreciation  fimd  to  balance  the 
<iepreciation  reserve  —  something  which  is  rarely  done. 

In  dealing  with  operating  revenues  in  Chapter  6,  Professor 
Adams  is  in  a  critical  mood.  As  he  sees  it  the  interest  of  the 
editor  in  checking  revenues  has  had  more  consideration  than 
^  interest  of  the  traffic  manager  (who  is  responsible  for 
i^unmg  the  rates  and  for  the  development  of  traffic)  and  of  the 
public  service  commissions  (who  must  pass  upon  the  reason- 
^leness  of  such  rates).  He  believes  that  there  should  be  a 
closer  relation  between  the  revenue  accounts  and  the  tariffs. 
His  critidsm  is  somewhat  vague  and  his  constructive  sugges- 
^  are  indefinite.  One  may  infer  that  he  advocates  some- 
thing akin  to  the  German  accounting  methods  (altho  they  are 
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not  referred  to)  which  divide  revenues  and  all  traffic  statistics 
by  classes,  as,  for  example,  the  revenues,  the  tons  moved  and 
the  ton  miles  produced  imder  the  exceptional  tariffs  and 
separately  for  each  of  the  several  class  tariffs.  The  same 
principle  is  appUed  to  German  passenger  accoimting.  The 
published  reports  show  the  nmnber  of  passengers,  the  pas- 
senger miles,  the  revenues,  the  revenue  per  passenger  and  per 
passenger  mile,  and  the  average  journey  for  each  of  the  four 
classes  and  for  military  passenger  traffic,  with  a  s^regation 
of  suburban  passenger  traffic.  The  revenue  classifications  of 
the  Interstate  Commerce  Commission  do  not  now  require, 
and  never  have  required,  the  subdivision  of  traffic  statistics  by 
classes.  It  may  be  inferred  further  that  Professor  Adams  has 
only  recently  formed  the  conclusions  set  forth  in  his  book,  or 
that  either  he  was  not  thoroly  convinced  as  to  their  prac- 
ticability and  desirabiUty  when  he  had  charge  of  the  accounts 
or  that  he  then  lacked  support  in  promulgating  the  revenue 
classifications  accordingly. 

In  a  somewhat  guarded  manner  he  calls  attention  to  the 
fact ''  that  current  administrative  and  judicial  opinion  looks 
upon  the  determination  of  a  reasonable  rate  as  a  function  of 
operating  expenses,"  and  he  takes  occasion  to  deplore  the 
tendency  toward  the  "  cost  of  service  "  theory.  BUs  funda- 
mental criticism  is  that  the  relation  of  railroad  rates  to  the 
industrial  development  of  the  nation  finds  no  place  in  the  cost 
theory  of  rates.  He  fails  to  make  clear,  however,  the  basis  for 
his  statement  that  the  development  of  the  revenue  classifica- 
tion has  been  hampered  by  the  cost  theory  and  that  that 
theory  is  responsible  for  '^  the  indifference  of  traffic  offidalSi 
and  the  relatively  inferior  grade  of  conunercial  intelligence 
conamonly  secured  for  service  in  the  traffic  department." 

The  remaining  three  chapters  relate  to  the  income,  profit 
and  loss,  and  the  general  balance  sheet  accounts.  They  aie 
helpful  and  illuminating,  altho  treated  broadly  rather  than 
in  detail. 

On  the  whole  it  would  seem  that  the  book  is  of  greateet 
value  to  the  first  class  of  reader  to  whom  it  is  addressedi 
namely,  the  professional  accountant  and  the  economist,  ¥^ 
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are  interested  in  the  broad  philosophical  discussion  of  ac- 
counting principles  and  in  the  analogy  between  railroad 
accounting  and  industrial  accounting.  The  style  is  somewhat 
labored.  In  many  places  throughout  the  volume  the  meaning 
would  be  clearer  and  the  message  would  be  more  effective 
were  the  thought  stated  in  less  involved  phraseology. 

In  one  respect  the  book  may  be  disappointing  to  railroad 
accountants  who  may  expect  to  find  something  more  than 
the  volume  contains.  Knowing  of  Professor  Adams'  intimate 
connection  with  the  development  of  the  accounting  classifica- 
UoDSy  they  may  look  for  a  more  personal  tone  than  the  author 
has  assumed,  or  for  interesting  historical  sidelights  on  many 
moot  points  and  for  reasons  for  reversal  of  policy  and  practice. 
For  example  there  is  no  reference  to  the  subject  of  a  division 
of  expenses  between  the  freight  and  passenger  services,  altho 
such  a  division  was  required  by  the  first  classification  of 
operating  expenses  issued  by  Professor  Adams.  After  an 
experience  of  a  few  years  the  requirement  was  withdrawn,  to 
be  renewed  after  Professor  Adams  had  left  the  Ck)mmission. 
His  opinion  on  the  advisability  of  charging  out  depreciation  on 
physical  structures  as  well  as  on  units  of  rolling  stock  is  not 
given,  and  there  are  some  troublesome  points  in  connection 
with  accounting  for  additions  and  betterments  (such  as  the 
Kansas  City  Southern  case)  which  the  railroad  accountant 
would  like  to  see  discussed. 

The  book  contains  465  pages  of  which  273  are  devoted  to 
rqirints  of  existing  classifications  which  are,  or  should  be,  in 
the  hands  of  all  of  the  three  classes  of  reader  mentioned  in  the 
IHeface.  These  classifications  are  public  documents  obtain- 
able at  nominal  prices,  and  there  appears  to  be  little  justifica- 
tion for  reprinting  them  id  this  volmne.  The  same  criticism, 
however,  applies  to  other  volumes  on  the  same  subject  — 
Eaton,  Hooper,  and  Sykes.  The  majority  of  readers  would  be 
more  interested  if  the  pages  devoted  to  the  lengthy  appendices 
were  used  to  throw  further  light  on  obscure  or  controversial 
points  in  the  individual  accounts. 

W.  J.  CuNNmaHAM. 
Hasvabd  Ukivebsitt. 
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ORGANIZATION  OF  AMERICAN  RAILROADS 
UNDER  GOVERNMENT  CONTROL 

On  December  31, 1916,  there  were  2905  railroad  companies 
in  the  United  States,  operating  185  major  systems,  221  switch- 
ing and  terminal  companies,  1434  plant  facility  roads,  and 
765  so-called  "  short  line  "  railroads.  A  momentous  era  in  the 
organization  of  the  principal  lines  opened  on  December  26, 
1917,  when  the  President  took  control  and  placed  mider  the 
authority  of  Director  General  McAdoo  the  roads  considered 
an  essential  part  of  the  transportation  eystem  of  the  nation. 
Since  that  time,  many  of  the  plant  facility  and  short  line  rail- 
roads have  been  released  from  federal  control.  The  roads 
retained  are  being  operated  as  one  system,  a  method  impos- 
sible imder  laws  governing  the  railroads  when  they  were  imder 
private  control. 

Changes  by  which  this  new  order  has  brought  about,  have 
been  far-reaching  in  character,  but  have  been  put  into  effect 
with  such  consideration  for  existing  organizations  that  there 
has  been  no  confusion.  Every  change  has  been  made  with  due 
regard  to  actual  conditions  and  has  been  brought  about  to 
effect  practical  reforms  rather  than  to  carry  out  theoretical 
preconceptions.  The  results  already  achieved  have  proved 
that  most  of  them  were  to  the  advantage  of  the  railroad  them- 
selves, as  well  as  to  the  shipping  and  traveling  pubUc. 

The  disadvantages  of  the  competitive  operation  of  the  rail- 
roads, at  least  in  war  times,  are  self-evident.  Take  the  ques- 
tion of  the  routing  of  freight  and  passengers  alone.  Where  it 
was  to  the  financial  advantage  of  every  road  to  carry  as  much 
traiBc  as  possible,  it  was  manifestly  impossible  to  always  haul 
freight  by  the  shortest  routes  or  to  take  advantage  of  the  best 
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grades.  In  many  cases,  because  of  competition^  passenger 
trains  of  competing  roads,  each  frequently  but  partially  filled, 
left  the  same  point  at  the  same  time  and  arrived  at  the  same 
destination  at  the  same  time,  altho  economy  and  efficiency  of 
operation  would  naturally  require  that  each  train  carry  a  f tdl 
load  and  leave  at  a  different  time.  The  same  is  true  of  ter- 
minals and  ticket  offices.  Plainly  it  is  in  the  pubUc  welfare  to 
have  consolidated  terminals  and  consoUdated  ticket  offices 
wherever  possible. 

The  first  act  of  the  Director  General  of  Railroads,  after 
taking  control  of  the  railroad  systems  of  the  United  States 
under  order  of  the  President,  was  to  issue  instructions  that  all 
officers  and  employees  should  continue  in  the  performance  of 
thar  regular  duties,  reporting  to  the  same  offices  as  previously. 
The  railroads  were  placed  under  federal  control  in  the  midst 
of  unusually  severe  weather  conditions,  and  the  primary  duty 
facing  the  Railroad  Administration  was  to  meet  this  situa- 
ticML  Until  the  severity  of  the  winter  abated  every  energy 
of  the  Railroad  Administration  was  directed  to  the  sole  object 
rf  moving  coal  and  other  necessary  war  material. 

On  January  18  the  Director  General  divided  the  country, 
from  a  railroad  standpoint,  into  regions  —  namely,  the  East- 
em,  Southern,  and  Western  Regions,  placing  an  experienced 
ndboad  man  in  charge  of  each,  and  giving  instructions  that 
'^  orders  issued  by  the  gentlemen  named  in  their  capacity  or 
Regional  Directors,  will  be  issued  by  authority  of  the  Director 
General,  and  will  be  respected  accordingly."  Since  that  time, 
uui  for  the  purpose  of  better  administration,  four  additional 
i^ions  have  been  added,  and  at  the  present  time  the  railroad 
Duleage  of  the  country  has  been  divided  as  follows: 

1.  The  Eastern  Region,  A.  H.  Smith,  Regional  Director,  New 
}^ork,  comprises  the  lines  located  chiefly  in  the  New  England  States, 
^  New  York  State,  in  the  northwestern  portion  of  Pennsylvania, 
and  in  Ohio,  Indiana,  and  Michigan. 

Some  of  the  more  important  lines  included  in  this  region  are  the 
I'et  York,  New  Haven  and  Hartford;  the  Boston  and  Maine;  the 
Boiton  and  Albany;  the  New  York  Central;  the  Nickel  Plate, 
tte  West  Shore,  the  Delaware  and  Hudson;  the  Lehigh  Valley;  the 
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Delaware,  Lackawanna  and  Western;  the  Baltimore  and  Ohio  west 
of  Pittsburgh;  the  Pennsylvania  west  of  Pittsburi^y  and  the 
Buffalo,  Rochester  and  Pittsburgh. 

2.  The  Allegheny  Region,  C.  H.  Markham,  Regional  Director, 
Philadelphia,  comprises  the  lines  located  chiefly  in  the  state  of 
Pennsylvania,  the  northern  part  of  West  Virginia,  and  some  of  the 
lines  traversing  Maryland  and  New  Jersey.  It  also  includes  the 
Long  Island  lines  as  an  extension  of  the  Pennsylvania  road  east  of 
Pittsburgh. 

Among  the  more  important  lines  in  this  region  are  the  Baltimore 
and  Ohio,  and  the  Pennsylvania  lines  east  of  the  Ohio  River;  the 
Bessemer  and  Lake  Erie;  the  Central  of  New  Jersey;  theNewY(H*k, 
Philadelphia  and  Norfolk;  the  Philadelphia  and  Reading,  and  the 
Western  Maryland. 

3.  The  Pocahontas  Region,  N.  D.  Maher,  Regional  Director, 
Roanoke,  Va.,  contains  most  of  the  east  and  west  lines  traversing 
Virginia  and  West  Virginia  and  a  certain  portion  of  the  mileage  pene- 
trating the  coal  fields  of  Kentucky  and  southern  Ohio. 

Among  the  more  important  lines  in  this  region  are  the  Chesapeake 
and  Ohio  east  of  Louisville,  Columbus,  and  Cincinnati;  the  Norfolk 
and  Western,  and  the  Virginian,  including  the  terminals  of  all  rail- 
ways at  Norfolk,  Portsmouth,  and  Newport  News,  Va.,  and  the 
Norfolk  and  Portsmouth  Belt  lines. 

4.  The  Southern  Region,  B.  L.  Winchell,  R^onal  Director, 
Atlanta,  Ga.,  includes  most  of  the  north  and  south  lines,  traversing 
the  territory  south  of  the  Ohio  and  Potomac  Rivers  and  east  of  the 
Mississippi  River. 

Among  the  more  important  lines  in  this  region  are  the  Atlantic 
Coast  Line,  the  Seaboard  Air  Line,  the  Southern,  the  Norfolk 
Southern,  the  Louisville  and  Nashville,  the  Florida  East  Coast,  the 
Central  of  Oeorgia,  the  Alabama  Great  Southern,  and  the  Illincns 
Central  lines  south  of  Cairo,  111. 

5.  The  Northwestern  Region,  R.  H.  Aishton,  Regional  Director, 
Chicago,  contains  most  of  the  mileage  running  west  and  northwest 
of  Chicago  and  Kansas  City  to  and  toward  the  Pacific  coast.  Gen- 
erally this  mileage  traverses  northern  Illinois,  Wisconsin,  Minne- 
sota, northern  Iowa,  northern  Nebraska,  North  and  South  Dakota, 
Wyoming,  Montana,  Oregon  and  Washington. 

Among  the  more  important  lines  included  in  the  Northwestern 
region  are  the  Chicago  and  Northwestern;  Chicago,  Milwaukee  and 
St.  Paul;  the  Chicago  Great  Western;  the  Great  Northern;  the 
Minneapolis  and  St.  Louis;  the  Northern  Pacific;  the  Minneapolis, 
St.  Paul  and  Sault  Ste.  Marie;  the  Oregon-Washington  Railroad 
and  Navigation  Company,  and  the  Southern  Pacific  lines  north  of 
Ashland,  Oregon. 
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6.  The  Central  Western  Region,  Hale  Holden,  Regional  Director, 
Chicago,  comprises  the  lines  running  in  a  southwesterly  direction 
&om  Chicago  and  Kansas  City  to  and  toward  the  Pacific  coast.  The 
mileage  of  this  district  traverses  the  states  of  Illinois,  southern  Iowa, 
northern  Missouri,  Kansas,  Nebraska,  Wyoming,  southern  Idaho, 
Colorado,  New  Mexico,  Utah,  Arizona,  Nevada,  and  California. 

Among  the  more  important  lines  in  the  Central  Western  region 
are  the  Union  Pacific;  the  Atchison,  Topeka  and  Santa  Fe;  the 
Chicago,  Rock  Island  and  Pacific,  excepting  that  portion  of  its  lines 
that  are  included  in  the  Southwestern  District;  the  Chicago  and 
Alton;  Chicago  and  Eastern  Illinois;  the  Chicago,  Burlington  and 
Qudncy;  Colorado  and  Southern;  tlie  Northwestern  Pacific;  the 
Oregon  Short  Line;  the  Southern  Pacific  lines  west  of  El  Paso  and 
Ogden  except  north  of  Ashland,  Oregon;  the  Western  Pacific;  and 
the  El  Paso  and  Southwestern. 

7.  The  Southwestern  Region,  B.  F.  Bush,  Regional  Director, 
8t  Louis,  includes  most  of  the  lines  south  of  the  Missouri  River 
nmning  generally  southwest  and  traversing  the  states  of  Missouri, 
Arkansas,  Oklahoma,  Texas,  and  Louisiana  west  of  the  Mississippi. 

Among  the  more  important  lines  in  this  region  are  the  Inter- 
national and  Great  Northern;  the  Kansas  City  Southern;  the 
Missouri  Pacific  System;  the  Missouri,  Kansas  and  Texas;  a  certain 
portion  <tf  the  Rock  Island  lines;  the  St.  Louis  and  San  Francisco; 
the  Texas  and  Pacific;  the  Wabash  lines  from  St.  Louis  to  Kansas 
City  and  Omaha;  the  Gulf,  Colorado  and  Santa  Fe;  the  Fort  Worth 
Hid  Denver  City;  the  Southern  Pacific  lines  east  of  El  Paso;  and  the 
Tens  and  New  Orleans  lines. 

Under  these  Regional  Directors  have  been  appointed  Dis- 
trict Directors  in  charge  of  subdivisions  of  the  Regional 
Districts. 

In  the  division  of  the  country  into  regions,  little  attention 
has  been  paid  to  state  lines.  The  controlling  idea  has  been 
to  assemble  under  the  management  of  one  Regional  Director 
the  larger  portion  of  the  railroad  mileage  serving  his  territory. 
As  a  result  iA  this  arrangement,  parts  of  several  of  the  largest 
systems  have  been  put  in  different  regions.  Since  the  regional 
dimon  of  the  coimtry  and  the  allocation  of  lines  and  Federal 
Uanagers,  there  have  been  a  few  changes,  once  it  has  been 
decided  that  efficiency  would  be  increased  thereby.  The 
Qstem  is  in  the  process  of  evolution  and  probably  there  will 
be  more  changes  later,  altho,  generally  speaking,  it  seems 
likely  that  the  present  division  is  practical,  and  is  achieving 
tile  desired  results. 
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Until  May  21, 1918,  railroad  ooiporations  and  the  corporate 
officers  were  employed  as  the  instrumentalities  through  which 
the  Director  General  operated  the  properties.  But  at  that 
time  he  decided  to  have  operations  conducted  through 
agencies  responsible  exclusively  to  him,  and  therefore,  the 
corporations  were  detached  from  any  connection  with  oper- 
ations, and  the  operations  were  put  in  charge  of  Federal 
Managers,  and  in  the  cases  of  smaller  lines  in  charge  of 
General  Managers.  Some  of  the  officers  of  Ihe  corporations 
were  requested  to  serve  the  government,  and  others  were  cut 
off  the  government  payroll,  altho  most  of  those  so  cut  off 
continue  to  serve  the  corporations  with  which  they  had  been 
previously  connected.  Under  the  present  system,  every  rail- 
road officer  in  the  coimtry  is  without  divided  responsibility; 
all  are  responsible  solely  to  the  Director  General.  The  wis- 
dom of  this  course  was  shown  when  the  time  came  to  con- 
smnmate  contracts  between  the  government  and  the  railroad 
corporations.  In  that  process  the  corporate  officers  were  left 
free  to  represent  their  stockholders  without  any  embarrass- 
ment to  themselves  or  to  the  Railroad  Administration.  Those 
who  accepted  positions  under  the  government  had  to  sever 
all  connection  with  the  corporations.  At  the  same  time  con- 
tinued effort  has  been  made  to  build  up  a  spirit  of  coopera- 
tion between  the  Railroad  Administration  and  these  corporate 
officers  representing  the  owners  of  the  properties  being  oper- 
ated by  the  government. 

Thus  the  railroad  organization  imder  government  control  is 
seen  to  be  a  pyramid,  with  a  great  mass  of  railroad  employees 
forming  the  base,  the  pyramid  tapering  up  through  the 
Federal  and  General  Managers,  then  through  the  Regional 
Directors,  and  finally  to  the  Director  General  who  forms  the 
apex  of  the  pyramid. 

Gathered  about  the  Director  General  in  Washington  is  a 
staff  consisting  of  an  Assistant  Director  General,  Assistant  to 
the  Director  General,  a  private  secretary  to  the  Director 
General,  and  Division  heads  having  to  do  with  the  principal 
railroad  activities.  There  is  a  Division  of  Finance  and  Pur- 
chases; a  Division  of  Operation;  a  Division  of  Law;  a  Divi- 
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sion  of  Capital  Expenditures;  a  Division  of  Labor;  a  Division 
of  Traffic;  a  Division  of  Public  Service  and  Accounting,  and 
a  Division  of  Inland  Waterways,  formed  to  manage  the  opera- 
tion of  canals,  etc.,  included  as  a  part  of  the  transportation 
83r8tem  of  the  nation.  There  is  also  a  Railroad  Admimstra^ 
tioQ  Actuary,  under  whom  is  a  Bureau  for  Suggestions  and 
Complaints  and  other  activities.  The  force  of  these  divisions 
and  of  the  Director  General's  immediate  office  has  been  kept 
at  a  minimum.  The  theory  has  been  that  the  staff  in  Wash- 
ington originates  general  policies  and  leaves  their  execution 
to  the  Regional  Directors,  the  Federal  and  General  Managers, 
and  ibe  regular  officials  and  employees.  Every  effort  has  been 
made  to  weld  these  previously  distinct  organizations  into  a 
homogeneous  whole,  and  this  work  has  already  progressed  far. 

It  is  not  feasible  to  measure  at  this  time  the  tangible  results 
^diich  these  changes  in  organization  have  brought  about.  It 
18  enou^  to  say  that  already  there  have  been  intensive  unifi- 
cations of  terminals  and  of  stations;  unnecessary  passenger 
trains  have  been  eliminated;  there  have  been  intensive  reduo- 
tioDS  in  organizations;  a  imiform  freight  classification  has 
been  adopted;  competition  as  between  systems  and  roads  has 
been  done  away  with,  leading  to  many  economies  and  simpli- 
fications; time  tables  have  been  made  more  simple;  a  uni- 
versal mileage  book  for  use  on  all  lines  imder  government 
control  has  been  adopted ;  freight  routes  have  been  shortened, 
resulting  in  a  development  of  well-graded  routes  for  the  trans- 
portation of  freight,  a  reduction  in  the  cost  and  time  of  trans- 
portation between  many  given  points,  and  the  intensive 
employment  of  both  rolling  stock  and  the  equipment  of  the 
railroads;  successful  efforts  have  been  made  to  produce  better 
loading  of  freight  cars  and  the  more  intensive  use  of  railroad 
equipment  generally. 

A  successful  standardization  of  freight  cars  and  locomotives 
has  been  brought  about,  thus  simplifying  the  work  of  repair 
and  making  it  more  convenient  for  the  equipment  of  one  road 
to  be  used  on  all  other  roads.  A  supervision  has  been  initiated 
and  exercised  from  Washington  over  capital  expenditures  for 
improvements  and  betterments,  so  that  the  labor  and  material 
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supply,  which  is  limited  under  war  oonditioiis,  can  be  allo- 
cated where  most  needed  and  the  railroad  situation  surveyed 
from  a  national  standpoint  rather  than  from  that  of  the  in- 
dividual systems  and  lin^.  A  imiform  system  of  purchases 
has  been  instituted,  leading  to  economy;  the  Pullman  Com- 
pany has  been  placed  under  the  jurisdiction  of  a  separate 
Federal  Manager,  and  thus  made  an  integral  part  of  the 
Railroad  Administration. 

Effective  codperation  has  been  built  up  between  the  Sail- 
road  Administration  and  other  governmental  agencies  with  an 
interest  in  transportation  matters,  with  the  result  that  effi- 
ciency has  been  increased  in  the  transportation  of  troops  and 
supplies  needed,  not  only  for  oiu*  own  army  and  the  armies  of 
our  allies,  but  by  the  civilian  population  as  well.  The  Sail- 
road  Administration  has  a  traffic  representative  with  the  War 
Industries  Board,  the  War  Department,  the  Navy  Depart- 
ment, the  Shipping  Board,  the  Food  Administration,  and  the 
Fuel  Administration.  Traffic  questions  having  to  do  with 
these  organizations  are  handled  by  these  Railroad  Adminis- 
tration representatives.  Another  example  of  co5peration  has 
been  the  creation  and  operation  of  the  Exports  Control  Com- 
mittee, of  which  a  representative  of  the  Railroad  Administra- 
tion is  Chairman,  and  on  which  serve  representatives  of  other 
government  agencies  interested  in  export  problems.  The 
duty  of  this  committee  is  to  so  control  traffic  as  to  avoid 
congestion  at  export  points. 

In  addition  to  the  railroads  under  the  control  of  the  Direc- 
tor General  there  are  a  number  of  coastwise  steamship  lines 
including  the  vessels  of  the  Clyde  Steamship  Company,  the 
Mallory  Steamship  Company,  the  Merchants  and  Miners 
Transportation  Company,  and  the  Southern  Steamship  Com- 
pany. Successful  efforts  have  been  made  to  synchronize  the 
operation  of  these  lines  with  the  operation  of  the  railroads  of 
the  nation  in  the  carrying  of  freight  and  passengers. 

On  September  3  the  Director  General  of  Railroads  made 
a  report  to  the  President  on  the  work  of  the  United  States 
Railroad  Administration  for  the  first  seven  months  of  its 
existence,  and  in  that  report  details  were  given  of  the  way  the 
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multiplex  problems  which  have  arifien  have  been  solved.  In 
general,  a  conservative  view  at  ihe  present  time  is  that  the 
primary  work  of  changing  from  many  railroad  B3n3tems  into 
one  sjrstem  has  already  been  accomplished.  As  time  goes  on, 
improvements  and  changes  may  be  expected.  The  organiza- 
tion for  carrying  forward  this  vitally  important  part  of  the 
war  endeavor  of  America  is  now  at  hand.  For  it  to  forge  for- 
ward only  needs  intensive  work  on  the  part  of  all  members  of 
the  g;reat  organization  from  top  to  bottom,  and  a  constant 
study  of  the  possibility  of  reforms  as  well  as  ihe  execution  of 
plans  already  made. 

Bbicb  Clagbtt. 
WAsmifoioN,  D.C. 


THE  BEHAVIORISTIC  MAN 


A  NKW  kind  of  an  economic  man  has  been,  or  is  in  process 
<rf  being,  constructed  by  what  is  known  as  the  behavioristie 
school  of  economists.  He  is  the  result  of  an  over-emphasis 
upon  the  non-pecuniary  and  ihe  neglect  or  under-emphasis 
upon  ibe  pecuniary  motives,  as  the  old  economic  man  was 
the  result  of  the  opposite  tendencies. 

There  can  be  no  doubt  that  men  have  many  instincts  and 
impulses  which  ally  them  with  the  bower  bird  who  contrives, 
the  beavers  who  construct,  the  bees  and  squirrels  who  ac- 
cumulate, and  all  gregarious  creatiu'es  who  work  together 
without  thought  of  pecimiary  gains  and  losses,  and  without 
calculating  and  balancing  costs  and  advantages  of  any  kind. 
We  must  all  acknowledge  the  importance  of  a  study  of  the 
instinctive  and  impulsive  reactions  in  economic  life,  and  admit 
the  charge  that  too  little  attention  has  been  given  to  them  by 
eooncxnists.  On  the  other  hand,  a  counter  charge  can  be 
made  with  equal  effect  and  with  equal  justice  against  the 
00-ealled  behaviorists.    There  are  three  counts  in  this  charge. 

1.  They  fail  to  see  that  the  so-called  orthodox  economists 
have  made  ample  allowance  for  these  instincts,  impulses  and 
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emotions,  even  tho  they  have  not  analyzed,  described  and 
catalogued  them  as  fully  as  was  desirable. 

For  example,  in  most  recent  theories  of  interest,  allowance 
is  made  for  instinctive  saving,  accmnulation,  storing,  holding 
on  to  desirable  possessions,  etc.  In  addition  to  all  these 
things,  however,  these  theorists  have  claimed  that  the  in- 
fluence of  calculated  self-interest  shows  itself.  A  great  deal 
of  saving  would  take  place,  it  is  claimed,^  even  if  there  were 
no  prospect  of  receiving  interest  on  accumulations;  but, 
nevertheless,  some  people  are  induced  to  save  more  when 
interest  is  added  as  another  inducement  than  they  woijdd  save 
because  of  these  instinctive  motives  alone,  when  there  was  no 
prospect  of  interest.  The  added  savings  of  these  people  who 
look  forward  to  interest  make  up  an  appreciable  part  of  the 
total  supply  of  capital  in  any  economically  advancing  com- 
munity. Patriotism,  also,  and  other  non-pecuniary  motives 
play  a  part,  but  it  seems  probable  that  more  would  be  sub- 
scribed for  government  bonds  which  paid  interest  than  for 
those  which  did  not. 

2.  The  second  count  in  the  charge  is  that  the  Behaviorists 
have  gone  as  much  too  far  in  one  direction  as  the  orthodox 
economists  have  ever  gone  in  the  other  direction,  in  that  they 
have  ignored,  or  at  least  slurred  over,  calculated  self-interest 
as  a  factor  in  human  behavior.    If  the  so-called  economic  man 
of  the  classical  school,  whom,  by  the  way,  I  have  found  de- 
scribed by  the  opponents  of  the  classical  school  more  specifi- 
cally than  by  any  member  of  that  school,  was  too  much  of  a 
calculating  machine,  so  is  the  ''  behavioristic  man  "  of  this 
recent  school  too  much  of  an  impulsive,  unreasoning,  ^'  eternal 
feminine ''  sort  of  a  man.    It  seems  to  me  that  we  need  a 
balancing  up  of  motives  before  we  arrive  at  any  true  concept 
of  human  reactions  in  a  modem  economic  society. 

3.  The  third  coimt  in  the  charge  is  that  the  behaviorists, 
like  some  of  the  older  economists,  lay  too  much  stress  on  the 

1  Cf.  the  chapters  on  Interest  in  the  present  writer's  Distribution  of  Wealth;  tlw 
the  chapter  on  Self-Centered  Appreciation  in  his  Essays  in  Social  Juatioe;  Mswhtfi 
Principles  of  Economics,  Bk.  VI,  chap.  6;  Landry,  L'Interet  du  Capital,  chaps.  2 tod  8; 
Cassel,  The  Nature  and  Necessity  of  Interest,  chaps.  2-4;  Fisher,  The  Rate  of  Intereit. 
chaps.  12-14;  Mixter,  Theory  of  Savers*  Rent,  Quarterly  Jooroal  of  Eoonomioi  Iff 
April,  1899,  pp.  245-269. 
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A  parallel  line  of  division  is  found  anumg  students  of  the 
question  of  the  relative  influence  of  heredity  and  envinm- 
ment  as  determining  factors  in  individual  success.  By  anal- 
ogy, if  one  were  studying  jellyfish,  one  mi^t  find  them  to 
be  the  sport  of  circumstances,  the  winds,  the  waves,  the  tides 
and  the  currents.  Ekivironment  seems  to  be  everything  until 
one  asks,  why  were  they  jell3rfish;  then  heredity  comes  in. 
A  human  weakling  likewise  seems  to  be  the  sport  of  circum- 
stances. If  they  are  favorable,  he  turns  out  well;  if  unfavor- 
able, he  turns  out  badly.  Again,  environment  seems  to  be 
everything,  until  one  asks,  why  is  he  so  weak  as  to  be  the 
sport  of  circumstances.  Then  heredity  has  at  least  to  be  con- 
sidered. If  one  studies  sharks,  however,  one  does  not  find 
them  to  be  the  sport  of  circumstances,  at  least  not  of  the 
same  circiunstances  as  those  which  control  the  jellyfish. 
What  is  the  difiFerence  ?  It  is  partly  that  one  was  bom  a 
shark  and  the  other  a  jellyfish.  Two  men  go  into  a  shower 
bath.  One  comes  out  with  a  glow  and  the  other  with  a  chiU. 
To  the  one  a  cold  shower  bath  was  favorable,  to  the  other  it 
was  unfavorable.  The  difference  is  in  the  men.  Two  men 
grow  up  in  a  slum  environment.  One  comes  out  soimd,  strong 
and  virile;  the  other  diseased,  weak  and  parasitic.  Why  did 
they  turn  out  differently  ? 

As  to  the  relative  importance  of  the  so-called  rational  and 
non-rational  factors  in  human  behavior,  there  is  no  reason  to 
believe  that  all  men  are  alike  in  this  or  any  other  particular. 
It  may  be  that  successful  men  are  influenced  somewhat  more 
by  the  rational  factors  than  are  unsuccessful  men.    At  any 
rate,  the  classical  school  with  its  so-called  economic  manwas 
as  truly  a  behavioristic  school  as  any  group  of  recent  students. 
They  were  studying  a  different  class  of  men  in  the  industrial 
system.    Perhaps  both  schools  develop  a  one-sided  theory  of 
human  nature  because  of  the  fact  that  each  is  studying  a 
different  class  —  one  the  successful,  the  other  the  unsuccessful 
class. 

This  has  an  important  bearing  on  the  question  before  us. 
There  is  no  a  priori  reason  for  concluding  that  one  kind  of 
man  is  better  than  another,  certainly  not  for  concluding  that  a 


NOTBS  AND  MEMORANDA  199 

;,  impiilsive  man,  whose  economic  reactions  are 
wholly  instinctive,  is  better  than  one  who  calculates  and  care- 
fully compares  costs  and  advantages.  The  latter  is  certainly 
more  ''  hmnan/'  if  by  that  word  we  imply  the  possession  of 
qualities  which  distinguish  us  from,  rather  than  ally  us  with, 
the  loveable  brutes.  After  all,  calculating  costs  and  advan- 
tages seems  to  work  well,  or  at  least  better  even  from  the 
social  point  of  view,  than  "  going  it  blindly,"  or  relying  upon 
oar  instincts  and  impulses,  however  admirable  these  may  be. 
The  investor,  for  example,  who  calculates  carefully  whether  a 
eertain  enterprise  will  pay  or  not  is  really,  in  the  last  analysis, 
calculating  whether  liie  utilities  resulting  from  it  will  be 
greater  or  less  than  those  destroyed  or  wasted  in  canying  it 
thrtNi^.  A  nation  which  encourages  this  kind  of  calculation 
on  the  part  of  its  citizens  is  more  likely  in  the  long  run  to 
proq)er  than  the  nation  which  does  not. 

It  is  the  writer's  opinion  that ''  behaviorism  "  fits  into  the 
daasical  scheme  of  economics,  and  fills  it  out  by  furnishing 
I  detailed  analysis  and  description  where  they  were  lacking 
befcHe.  In  this  respect  it  performs  the  same  function  as  that 
perfonned  a  generation  ago  by  the  marginal  utility  theory. 
This  was  not  revolutionary,  tho  some  ardent  souls  who  did  not 
lee  where  it  fitted  in  thought,  for  a  time,  that  it  had  scrapped 
the  whole  classical  system.  On  the  contrary,  it  merely  fur- 
lushed  an  analysis  of  demand  comparable  with  the  analysis 
tf  supply  which  the  classical  school  had  worked  out.  The 
behavioristic  school  is  furnishing  a  detailed  analysis  and 
description  of  a  group  of  factors  which  were  taken  for  granted 
by  the  marginal  utility  and  marginal  productivity  analysis. 

In  the  theory  of  differential  cost,  for  example,  it  has  long 
been  understood  that  cost  is  disinclination,  and  that  the 
disinclination  is  not  a  fixed  and  unvarying  thing.  There  is 
fto  absolute  disinclination  to  work,  to  risk  or  to  save.  Much 
work  is  done  for  many  reasons  besides  the  hope  of  wages, 
modi  saving  without  the  hope  of  interest,  much  risking  with- 
out the  hope  of  profits  or  other  objective  gain.  There  is 
Axm  here  for  the  *^  instinct  of  contrivance,''  for  a  squirrel- 
Ods  inqiube  to  hoard,  for  the  pleasure  of  skating  over  thin 
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ioe,  or  telling  risqui  stories.  A  study  of  these  will  add  to  our 
knowledge  of  what  may  be  called  "  costless  "  production  or 
production  inside  the  margin.  What  are  all  these  non- 
pecuniary  motives  ?  There  is  a  large  question  here;  and  if 
the  behaviorists  can  answer  it  in  detail,  they  will  have  made  a 
significant  contribution  to  economics.  But  if  they  think  that 
they  have  built  up  a  complete  system  and  can  dispense  with 
all  that  has  gone  before,  they  must  be  placed  in  the  class  with 
men  in  other  fields,  such  as  chemistry,  ph3n9dcs,  medicine,  or 
soology,  who,  because  of  some  new  observations,  hasten  to 
announce  that  all  previous  work  is  of  no  account. 

T.  N.  Cabveb. 
Habvabd  UNnrsBSiTT. 


THE  REVIEW  OF  ECONOMIC  STATISTICS 

The  Harvard  University  Committee  on  Economic  Research 
will  begin  in  January,  1919,  the  pubUcation  oi  a  review  de- 
voted to  economic  statistics.    The  Committee  has  had  this 
project  under  consideration  for  nearly  two  years,  and  in  the 
fall  of  1917  engaged  Professor  W.  M.  Persons,  of  Colorado 
College,  to  undertake  the  study  of  methods  of  interpreting 
current  economic  statistics.    Professor  Persons  is  well  known 
to  the  scientific  world  through  the  various  papers  he  has  pub- 
lished upon  statistical  methods  and  results,  and  he  will  have 
editorial  charge  of  the  new  publication,  which  will  ai^)eair 
quarterly.    The  purpose  of  the  committee  is  to  promote  th^^ 
collection,  criticism,  and  interpretation  of  economic  statistics  , 
with  a  view  to  making  them  more  accurate  and  valuable  tha^Hn 
they  are  at  present  for  both  business  and  scientific  iuiniiiiiiM     i 
This,  it  believes,  can  be  done  by  more  thoro  investigatio^rn: 
of  the  sources  and  accuracy  of  statistical  data,  and  by  d^^ 
veloping  the  application  to  economic  statistics  of  modeKr-n 
methods  of  statistical  analysis,  which  have  hitherto  be^^sn 
utilised  more  eactensively  in  other  sciences  than  in  economic^^^* 
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It  is  the  hope  of  the  committee  that  the  proposed  publication 
wiD,  in  due  time,  provide  a  more  accurate  record  of  economic 
phenomena  than  is  now  available,  and  will  also  supply  a 
method  of  interpreting  current  statistics  which  will  make 
them  more  useful  and  significant  than  they  are  today.    Since 
Duiny  new  scientific  and  technical  problems  will  necessarily 
be  encountered,  the  1919  issues  will  be  treated  as  a  prelimin- 
aiy  volume,  and  will  not  constitute  the  first  volume  of  a  per- 
manent series.    The  review  will  be  published  in  connection 
with  a  statistical  service  which  the  Conunittee  on  Economic 
Research  proposes  to  establish.    The  cost  of  the  undertaking 
precludes  ordinary  publication  arrangements,  and,  therefore, 
the  review  will  be  supplied  only  in  connection  with  the  statis- 
tical service  which  is  offered  for  the  year  1919  to  all  who 
may  desire  to  become  subscribers  at  the  price  of  1100  per 
subscription.    Besides  the  review,  it  is  expected  that  statisti- 
cal service  will  include,  after  April  or  May,  a  monthly  bulletin 
supplementing  the  quarterly  publication.    Since  the  purpose 
rfthe  enterprise  is  primarily  scientific,  the  quarterly  publica- 
tion will  be  supplied,  without  charge,  to  a  limited  number  of 
univesity  libraries  and  to  scientific  investigators  particularly 
interested  in  the  problems  with  which  it  will  deal. 

The  Committee  on  Economic  Research  consists  of  Charles 
i.  Bullock,  Chairman,  Charles  F.  Adams,  Nicholas  Biddle, 
IVederic  H.  Curtiss,  Wallace  B.  Donham,  Edwin  F.  Gay, 
Ofeden  L.  Mills,  Eugene  V.  R.  Thayer. 
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PRICE-FIXING  AS  SEEN  BY 
A  PRICE-FIXER 

SUMMARY 

The  three  agencies  that  regulated  prices,  205.  —  Differences  in  their 
methods,  206.  —  The  Price-Fixing  Ck)mmittee,  209.  —  Commodities 
regulated  by  the  committee,  209.  —  Ground  for  their  selection;  heavy 
government  needs,  210.  —  Prices  were  fixed  as  maxima  only,  214.  — 
Gndual  elaboration  and  extension,  214.  —  Cost  of  production  as  the 
ImbIb,  216.  —  Marginal,  or  "  bulk-line,"  cost,  and  charts  illustrating  it, 
218.  —  This  basis  of  price-fixing  justified  by  economic  theory,  222.  — 
Distinction  between  differences  in  cost  based  on  physical  causes  and 
tliose  based  on  human  qualities,  222.  —  The  real  ground  for  stress  on 
marginal  cost  was  necessity  of  maintaining  output,  228.  —  Special 
friiasesof  some  articles,  lumber,  cement,  iron  and  steel,  229.  —  Proposals 
for  an  average  or  pooled  price,  232.  —  Objections  to  this  method,  233.  — 
Cmclusion,  238. 

Price-fixing  during  the  war  period  was  carried  on  by 
the  government  through  three  agencies :  the  Food  Ad- 
ministration, the  Fuel  Administration,  and  the  Price- 
Fixing  Committee  of  the  War  Industries  Board.  The 
first  two  were  the  earlier;  they  came  into  existence 
through  the  act  of  August  10,  1917,  commonly  known 
as  the  Lever  Act.  The  Price-Fixing  Committee,  to 
whose  doings  attention  will  mainly  be  given  in  the  fol- 
lowing pages,  was  of  much  later  date.  The  President 
created  it  on  March  14,  1918,  as  a  Committee  of  the 
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War  Industries  Board.  Its  functions  were  independent 
of  those  of  the  Board,  and  it  had  authority  to  report 
directly  to  the  President  himself.^ 

Both  Fuel  Administration  and  Food  Administration 
had  from  the  start  well-defined  objects  and  well-de- 
fined limits.  In  some  respects  their  scope  was  wider 
than  that  of  the  Price-Fixing  Committee,  in  other  re- 
spects narrower.  It  was  narrower  in  that  their  jurisdic- 
tion, as  the  titles  indicate,  was  strictly  limited  as  regards 
conmaodities  —  fuel  and  food  only.  On  the  other  hand, 
it  was  wider  in  that  they  followed  the  articles  all  the  way 
from  producer  to  consimier.  Both  undertook  to  regulate 
not  only  producers'  prices,  but  the  prices  of  wholesale 
and  retail  dealers  also.  Hence  they  immediately  estab- 
lished large  administrative  forces,  and  dealt  with  prob- 
lems in  many  ways  more  intricate  than  those  of  the 
Price-Fixing  Committee. 

As  regards  the  principles  followed,  on  the  other  hand, 
the  Food  Administration  stands  in  many  respects  apart 
from  the  other  two.  While  it  aimed,  like  the  others,  at 
securing  fair  prices  and  limiting  profits  to  fair  rates,  the 
rates  were  fixed  in  most  cases  on  a  somewhat  rough  and 
ready  basis,  usually  with  regard  primarily  to  a  normal 
or  customary  percentage  of  return.  The  Fuel  Adminis- 
tration and  the  Price-Fixing  Committee  made  more 
systematic  use  of  cost  figures  and  cost  accoxmts.  It  is 
by  no  means  clear  that  their  resort  to  elaborated  cost 
figures  led  to  more  satisfactory  results ;  but  these  figures 
raised  general  problems  of  a  kind  familiar  to  and  not 
without  instruction  for  economists. 

>  The  members  of  the  Committee  were:  Robert  S.  BrookingB  (Chairman);  B.  M. 
Baruch,  chairman  of  the  War  Indiutriee  Board;  William  B.  Colver,  chairman  ol  the 
Federal  Trade  Commission;  F.  W.  Taiissig,  chairman  of  the  United  States  Tariff  Com- 
mission; H.  C.  Stuart,  chairman  of  the  Agricultural  Advisory  Committee;  Hugh 
Frayne,  representing  labor;  H.  A.  Garfield,  Fuel  Administrator;  R.  H.  Montgomefy, 
representing  the  War  Department;  John  M.  Hancock,  representing  the  Navy  I>q;>art- 
ment.  R.  V.  Norris  served  as  representative  of  the  Fuel  Administration  during  the  later 
sessions  of  the  Committee. 
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Moreover,  as  regards  one  conspicuous  item  —  wheat,  ( 
and  flour  so  far  as  resting  on  wheat  —  the  basis  of  regu- 
lation by  the  Food  Administration  was  diiBFerent  from 
that  for  any  other  conmiodity.  Congress  virtually  took 
the  matter  out  of  the  hands  of  any  administrative  or  in- 
vestigative body,  and  settled  it  once  for  all,  by  enacting 
an  unqualified  guarantee  for  the  price  of  wheat.  That 
became  a  minimum  price ;  whereas  in  all  other  cases  the 
price  regulations  took  the  form  of  fixing  a  maximum 
only.  The  Lever  Act  guaranteed  a  minimum  price  of 
$2.00  for  the  crop  of  1917-18  (that  is,  the  crop  which 
would  begin  to  come  to  market  on  June  1,  1918).  The 
minimum  was  later  raised,  under  the  discretionary 
power  left  to  the  President,  to  the  sum  of  $2.20  for  that 
crop.  The  Wheat  Committee  of  1917,  it  will  be  remem- 
bered, had  fixed  this  same  price,  $2.20,  for  the  crop 
which  was  being  marketed  in  1917.  And  the  same  price, 
as  is  well  known,  has  been  extended  to  the  crop  of  1918- 
19,  still  to  come.  The  case  was  unique  and  remains 
unique.  The  figure  of  $2.20  was  reached  by  no  careful 
cost  inquiries  or  statistical  computations,  but  in  con- 
sequence of  an  almost  precipitous  desire  to  increase 
the  wheat  supply  and  also  to  placate  the  farmers.  Its 
extension  to  the  crop  season  of  1918-19  is  likely  to 
trouble  Congress  and  the  country  for  some  time  to 
come.  In  many  ways  the  wheat  episode  stands  by 
itself,  quite  separate  from  the  other  price-regulating 
experiments. 

Another  distinction  between  the  several  agencies 
needs  to  be  borne  in  mind.  Both  the  Fuel  Administra- 
tion and  the  Food  Administration  had  for  their  first  and 
primary  object  the  protection  of  the  public.  The  Price- 
Fixing  Conmiittee,  as  will  presently  be  explained  more 
fully,  started  with  the  design  of  protecting  the  gov- 
ernment, and  extended  its  function,  but  gradually  and 
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slowly,  toward  the  protection  of  the  public  also.  Unlike 
the  other  two,  it  never  extended  its  regulations  to  retail 
dealers  and  indeed  in  no  appreciable  degree  to  wholesale 
dealers.  How  far  it  might  have  been  compelled  to  go  in 
this  direction  had  the  war  lasted  much  longer,  is  an  open 
question.  As  matters  turned  out,  its  scope,  however 
wide-ranging  as  regards  the  articles  afifected,  was  limited 
as  regards  the  stage  at  which  transactions  were  con- 
trolled. For  this  reason  it  had  no  large  administra- 
tive machine,  no  great  staff  of  officials  and  clerks,  no 
enormous  correspondence. 

By  way  of  further  preface,  it  may  be  noted  that  in 
still  another  important  respect  there  was  a  difference 
between  the  Food  Administration  and  the  Fuel  Admin- 
istration on  the  one  hand,  and  the  Price-Fixing  Com- 
mittee on  the  other.  This  was  in  their  legal  position. 
The  legal  weapon  was  strongest  in  the  hands  of  the  Fuel 
Administration,  sufficiently  strong  for  the  Food  Admin- 
istration, but  of  very  uncertain  efficacy  for  the  Price- 
Fixing  Committee.  The  Fuel  Administration  had  direct 
power  under  the  Lever  Act  to  fix  prices.  The  Food 
Administration  had  an  effective  lever  of  control  through 
its  licensing  power.  Altho  not  authorized  by  law  to  fix 
prices,  or  to  require  from  anyone  the  direct  observance 
of  any  scale  of  prices,  it  had  unlimited  power  to  license 
producers  and  large  dealers,  and  to  withdraw  licenses; 
and  by  the  exercise  of  that  power  could  bring  recalci- 
trant persons  to  submission.  The  Price-Fixing  Com- 
mittee's legal  position,  however,  was  highly  uncertain. 
The  only  weapon  which  the  law  clearly  put  into  its 
hands  was  that  of  turning  (by  reconmiendation)  to  the 
President's  power  of  commandeering  supplies  or  a  plant, 
the  owner  being  then  left  to  proceed  in  the  courts,  if  so 
disposed,  in  order  to  secure  a  "  fair  price."  There  was 
also  a  possibility  of  further  pressure  through  recourse  to 
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the  Railroad  Administration  and  through  the  applica- 
tion of  transportation  priorities  in  favor  of  persons  who 
conformed  to  its  instructions. 

But  the  legal  powers  of  the  Price-Fixing  Committee,  \ 
applicable  at  best  only  to  articles  needed  for  the  use  of 
the  government,  were  of  much  less  practical  consequence 
than  public  opinion  and  patriotic  spirit.  The  imiversal 
feeling  of  support  to  pubUc  authority  in  every  step  taken 
in  connection  with  the  war  was  the  effective  basis  of  its 
action.  In  fact,  no  occasion  ever  arose  for  putting  to  a 
test  the  nature  or  extent  of  its  legal  authority.  The 
prices  fixed  were  in  all  cases  reached  by  agreement  with 
the  representatives  of  the  several  industries.  In  strict- 
ness they  were  agreed  prices  rather  than  fixed  prices. 
The  agreements  were  usually  reached  in  cordial  coopera- 
tion with  the  producers  concerned,  and  thus  were  in 
leality  voluntary.  There  were  cases,  however,  in  which 
they  were  agreements  only  in  name.  The  representa- 
tives of  some  industries,  tho  they  accepted  them,  did  so 
virtually  under  duress.  In  these  cases  the  Committee  to 
all  intents  and  purposes  decreed  prices,  and  was  en- 
abled to  impose  them,  under  the  form  of  agreement,  by 
a  more  or  less  veiled  threat  of  commandeering,  and  also 
by  the  certainty  that  pubUc  opinion  would  condemn 
those  who  failed  to  accede. 

The  commodities  which  came  within  the  purview  of 
the  Price-Fixing  Committee  constituted  a  long  and 
heterogeneous  Ust.  It  included  not  only  important 
staples  like  iron  and  steel,  copper,  lumber,  wool,  hides 
and  leather,  cotton  fabrics,  nitric  and  sulphuric  acid, 
but  also  articles  of  less  quantitative  importance,  like 
nickel,  aluminum,  quicksilver,  zinc,  brick,  cement,  hol- 
low tiles,  crushed  stone,  sand  and  gravel.  Some  account 
of  the  mode  in  which  several  of  the  articles  were  dealt 
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with  has  abeady  been  given  in  these  columns.^  It  is  not 
the  purpose  of  the  present  article  to  consider  these  in 
further  detail  or  indeed  to  consider  in  detail  any  among 
the  commodities  dealt  with.  Its  purpose  is  rather  to 
consider  some  general  aspects  of  the  situation  and  some 
economic  principles  involved  or  supposed  to  be  involved. 

The  explanation  of  this  great  variety  of  articles  — 
the  connecting  link  between  them  —  is  found  in  the 
circumstance  that  all  were  needed  in  great  quantities  by 
the  government.  The  action  of  the  Committee  in  every 
case  had  its  origin  in  the  circumstance  that  government 
purchases  were  on  a  great  scale  and  threatened  to  dis- 
turb market  prices.  The  extension  of  the  function  of 
the  Conamittee  to  the  regulation  of  prices  for  the  pub- 
lic was,  if  not  an  afterthought,  at  all  events  not  among 
the  things  contemplated  at  the  start.  The  Committee 
stepped  in  when  government  purchases  threatened  to 
upset  the  market,  but  soon  found  itself  compelled  to 
protect  the  public  also. 

For  this  sort  of  action,  and  for  this  ground  of  select- 
ing the  price-regulated  conmiodities,  there  was  a  sound 
basis  in  economic  principle.  Where  government  pur- 
chases are  on  such  a  scale  as  to  absorb  a  very  large  pro- 
portion of  the  available  stock  or  accruing  output,  the 
ordinary  formulae  of  supply  and  demand  are  no  longer 
applicable.  When  a  government  buys  for  war  purposes, 
it  is  desperately  determined  to  secure  what  it  needs  ir- 
respective of  price.  To  put  the  case  in  technical  terms, 
demand  is  virtually  inelastic;  the  demand  curve  is 
almost  perpendicular;  there  is  no  such  thing  as  a  deter- 
minate equilibrium  price.  This  is  the  explanation  of  the 
soaring  of  prices,  the  wide  and  abrupt  fluctuations,  the 
speculative  shifts,  the  quick  response  to  rumors  of  gov- 

1  See  the  articles  on  sugar,  iron  and  steel,  perishable  produce,  wheat  and  flour,  and 
copper,  in  the  issues  of  this  Journal  for  August  and  Noyember,  1918. 
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emment  policy.  The  tendency  to  a  runaway  and  un- 
predictable market  becomes  still  more  marked  if  there 
happen  to  be  several  government  agencies  bidding 
against  each  other.  Such  was  the  situation,  as  has  al- 
ready been  pointed  out  in  these  columns  ^  when  the 
representatives  of  the  belligerent  allies  bought  wheat  in 
the  American  market  in  the  spring  of  1917.  Such  ioo 
was  the  case  when  they  were  buying  steel  plates  in 
1916-17.  So,  again,  when  they  were  buying  mimitions 
and  ordnance  supplies  from  American  manufacturers  on 
tenns  which  caused  the  derived  demand  by  these  manu- 
facturers for  iron,  copper  and  coal  to  become  virtually 
inelastic.  The  mimition  contracts  were  so  profitable 
that  the  makers  were  almost  indifferent  to  the  prices 
they  might  pay  for  their  supplies.  At  almost  any  price 
it  was  profitable  and  imperative  to  seciu^  the  needed 
materials. 

And  this  too  was  the  situation  when  the  United  States 
itself  stepped  into  the  war.    Almost  the  entire  supply 
of  many  important  articles  was  wanted  for  government 
use  —  partly  by  the  United  States  government  itself, 
partly  by  contractors  working  for  the  government, 
partly  by  the  Allies.    The  extent  of  the  indirect  demand 
(from  contractors)  was  not  always  known ;  but  it  played 
a  great  part,  and  was  of  essentially  the  same  character 
as  that  of  the  government  itself.    When  things  were  at 
their  height  the  total  non-private  demand  for  iron  and 
steel  absorbed  85  per  cent  to  90  per  cent  of  the  tonnage. 
This  was  the  maximimi;   but  at  no  time  between  the 
autunm  of  1917  and  the  autmnn  of  1918  was  the  de- 
mand for  less  than  60  per  cent.    For  copper  the  propor- 
tions of  maximum  and  minimum  demand  for  pubUc  use 
were  no  less.    Nine-tenths  of  the  nickel  was  taken,  dur- 

>  See  the  dieeiiBflioD  of  wheat  prioee  in  1917,  by  W.  Eldred,  in  this  Journal  for 
Jicf^nxollbtf,  1918,  p.  !• 
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ing  the  war  period  as  a  whole,  for  government  and  Allies' 
use,  and  at  least  as  much  of  the  aluminum.  For  other 
commodities  the  requirements,  tho  not  such  as  to  dom- 
inate the  market  completely,  were  yet  so  great  as  to 
threaten  to  demoralize  it.  During  the  war  period  half 
of  the  zinc  and  half  of  the  quicksilver  were  taken  for 
government  use.  Of  the  coarser  cotton  fabrics,  as  much 
as  60  per  cent  was  at  one  time  taken  by  the  govern- 
ment; of  the  country's  entire  output  of  cotton  manu- 
factures, as  much  as  30  per  cent.  For  southern  pine 
lumber  the  government's  demand,  throu^  the  entire 
period  of  war,  was  for  more  than  a  fifth  of  the  cut,  and 
during  the  summer  of  1918,  when  the  peak  was  reached, 
for  more  than  a  third.  For  spruce  and  fir  (Washington 
and  Oregon)  the  proportion  of  the  whole  was  less;  but 
certain  sizes  suitable  for  ship-timbers,  and  certain  kinds 
suitable  for  aircraft,  were  completely  taken  over,  and 
the  "  side-cut  "  from  these  became  an  almost  dominant 
factor  in  the  commercial  market.  Of  sulphuric  acid, 
nearly  40  per  cent  was  taken  when  things  were  at  their 
hei^t;  and  of  nitric  acid  as  much  as  65  per  cent.  In 
particular  localities  where  the  government,  directly  or 
through  contractors,  was  engaged  in  great  dock  and 
harbor  operations  there  was  a  demand  for  all  the  sand 
and  gravel  available,  and  hence  an  occasion  for  price- 
fixing  even  on  these  out-of-the-way  articles. 

The  conditions  under  which  the  government  demand 
appeared  were  not  always  the  same.  Usually  purchases 
were  made  partly  by  the  Army  Quartermaster  or  other  . 
go\^mmeiit  department,  partly  by  the  Allies,  partly  by 
contractors  engaged  on  go\^mment  work;  what  waa 
left,  went  to  the  general  public.  In  these  cases,  maxi'* 
miun  prices  ha\ing  been  fixed,  the  several  parties  pro- 
ceeded to  make  their  purchases  independently.  In  other 
cases  the  government  purchased  once  for  all  the  entire 
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supply  or  output,  and  undertook  for  itself  the  work  of 
distribution  among  would-be  users.  This,  for  example, 
was  the  procedure  with  wool.  The  Price-Fixing  Com- 
mittee established  maximum  prices  for  wool,  and  at 
these  prices  the  government  took  over  the  entire  domes- 
tic supply.  Not  only  that;  the  government  also  bought 
a  considerable  quantity  of  imported  wool,  secured  from 
the  British  government,  as  it  happened,  at  lower  prices 
than  those  at  which  the  domestic  material  was  bought. 
And  having  bought  the  entire  output  and  having  doled 
out  among  its  clothing  contractors  what  was  needed  by 
them  (much  the  larger  proportion  of  the  supply),  the 
government  treated  the  remainder,  and  especially  such 
grades  as  were  not  suitable  for  government  needs,  as 
available  for  civilian  use.  In  this  case,  as  in  so  many 
others,  the  preparations  for  a  continuance  of  war  upon 
an  enormous  scale  were  so  far-reaching  that  the  govern- 
ment found  itself,  on  the  unexpectedly  early  close  of 
hostilities,  in  possession  of  a  great  supply  of  wool  which 
it  had  no  further  occasion  to  use.  There  was  here  a 
difficult  problem,  not  dissimilar  to  that  of  the  guaran- 
teed wheat  price  for  the  crops  of  1918  and  1919.  The 
losses  on  transactions  of  this  kind  will  swell  the  war  bills 
by  hundreds  of  millions. 

In  the  main,  however,  the  Price-Fixing  Committee 
rulings  were  applied  under  conditions  less  simple.    In 
most  cases,  the  government  itself  took  a  part  only  of 
the  accruing  supply;   the  AUies,  and  contractors  and 
middlemen  for  the  government  and  AUies  took  more; 
something  was  left  for  civilian  use  —  a  small  fraction 
in  some  cases  and  a  considerable  one  in  others.   Soaring 
prices,  speculative  advances,  manipulations  by  middle- 
men, a  runaway  market  —  these  were  the  conditions 
which  impended,  and  which  price-fixing  was  primarily 
designated  to  remedy. 
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The  prices  established  were  not  in  strictness  fixed; 
they  were  maximum  prices.  The  sole  exception,  as 
already  indicated,  was  wheat ;  here  there  was  a  guaran- 
teed minimum  price.  In  every  other  case,  whether  as 
regards  the  Food  Administration,  the  Fuel  Adminis- 
tration, or  the  Price-Fixing  Committee,  the  published 
prices  were  not  to  be  exceeded,  but  need  not  necessarily 
be  reached.  In  practical  eflfect,  nevertheless,  the  maxi- 
mum prices  as  a  rule  were  also  minimum  prices.  This 
was  the  consequence  of  the  conditions  of  demand  out  of 
which  the  business  of  regulation  arose.  The  government 
departments  —  the  War  Department,  the  Navy  De- 
partment, the  Fleet  Corporation  and  Shipping  Board, 
the  Railroad  Administration  —  were  usually  guided  in 
theh-  purchases  by  the  fixed  maximum  prices,  and  paid 
them  once  and  for  all.  Allied  purchases  were  in  effect 
government  purchases.  Civilians  as  a  rule  gladly  fol- 
lowed suit.  Yet  instances  arose — with  zinc  for  example, 
and  lumber  —  where  the  market  prices  sank  below 
those  fixed;  and  thereupon  the  maximum  prices  were 
shortly  reduced.  These  occasional  saggings  below  the 
maximum  prices  naturally  appeared  first  in  non-govern- 
ment transactions.  When  they  appeared,  beginning 
sporadically  and  becoming  gradually  more  pronounced, 
government  departments  also  began  to  buy  below  the 
maximum  figures ;  and  then,  with  the  expiration  of  the 
periods  set  by  the  price-fixings  or  agreements,  new  and  \ 
lower  figures  were  established.  In  every  case,  at  all  i 
events,  the  form  of  the  price-fixing  arrangement  was 
that  of  an  agreed  maximum  price,  not  to  be  exceeded. 

As  time  went  on,  a  gradual  transition  took  place ; 
toward  greater  elaboration  and  wider  extension  of  the 
price-fixing  arrangements.  Several  stages  can  be  dis-: 
cemed.  At  first  there  were  temporary,  provisional 
arrangements.    Blocks  of  commodities  urgently  needed 
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were  turned  over  to  the  government  on  a  patriotic,  semi- 
sentimental  basis.    The  sale  of  a  great  quantity  of  cop- 
per to  the  government  in  the  early  stage  of  the  war  was 
the  most  conspicuous  instance.    So  with  the  sale  of  steel 
plates  to  the  government.    These  earlier  transactions 
were  arranged  by  a  conmiittee  of  the  Council  of  Na- 
tional Defense,  before  the  establishment  of  the  Price- 
Fiidng  Committee.    They  served  their  turn,  yet  soon 
proved  impracticable  as  permanent  arrangements.    The 
patriotic  producers  sold  to  the  government  at  low  prices; 
their  rivals,  less  public-spirited  or  simply  less  conspic- 
uous, profited  by  selling  at  a  higher  price  to  the  public 
or  perhaps  even  to  the  government  itself.    Hence  there 
soon  developed  a  stage  when  prices  were  fixed  not  in 
single  transactions,  or  for  short  periods,  but  for  all  gov- 
ernment transactions  and  through  a  stated  period.    In 
this  second  stage,  nevertheless,  it  was  still  the  govern- 
ment price  that  was  kept  under  control,  not  the  price  to 
the  public.    The  inevitable  result  was  again  a  discrep- 
ancy in  the  position  of  dififerent  producers  or  sellers. 
Those  who  sold  to  the  government  at  the  fixed  prices 
were  less  fortunate  than  those  who  could  sell  (as  usually 
was  the  case)  to  the  public  at  higher  prices.   The  process 
of  fixing  prices  for  the  government  but  not  for  the  public 
necessarily  must  have  entailed  sooner  or  later  a  rationing 
of  the  government  orders,  each  producer  to  supply  his 
proper  quota  to  the  government  —  a  task  obviously  of 
great  administrative  difficulty.    Hence,  contemporane- 
ously with  the  establishment  of  the  Price-Fixing  Com- 
mittee itself,  and  for  almost  all  transactions  which  came 
under  the  jurisdiction  of  that  committee,  the  principle 
was  followed  of  fixing  a  maximum  price  for  all  sales, 
whether  to  the  government  or  to  the  public.    President 
Wilson  himself  strongly  urged  such  action,  on  the 
ground  that  it  was  not  fair  dealing  on  the  government's 
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part  to  take  advantage  of  the  public.  Rationing  might 
indeed  be  entailed  by  this  procedure  also;  but  it  would 
be  rationmg  not  between  producers,  but  between  pur- 
chasers. The  stage  of  rationmg,  however,  was  never 
fully  reached,  and  at  all  events,  was  never  squarely 
faced.  Substantially,  the  War  Industries  Board 
achieved  something  of  the  sort,  by  its  regulation  of  in- 
dustrial output  and  still  more  by  its  transportation 
priorities;  but  these  apportionments  were  never  directly 
connected  with  the  activities  of  the  Price-Fixing  Com- 
mittee. In  the  main  the  course  of  action  by  that  Com- 
mittee was  comparatively  simple:  a  maximum  price, 
the  same  for  pubUc  purchases  and  for  private,  the 
government  taking  all  it  wanted  and  the  general  public 
scrambling  to  buy  at  the  maximum  prices  whatever  it 
could  get. 

The  basis  upon  which  the  findings  and  agreements  of 
the  Price-Fixing  Committee  rested  was  in  the  main  the 
familiar  and  plausible  one  of  cost  of  production.  This, 
be  it  noted,  had  not  been  the  case  with  the  minimum 
price  of  wheat,  settled  as  it  was  by  Congressional  action; 
nor  had  it  been  the  case  with  the  earlier  sales  of  copper 
and  steel  to  the  government  at  prices  below  the  market 
rates  ruling  during  the  early  part  of  1917.  But  as  the 
price-fixing  arrangements  came  to  be  systematized  there 
developed  also  a  systematized  appUcation  of  the  cost 
principle  to  the  price-fixing  arrangements. 

The  figures  and  statistics  of  cost  which  were  utilized 
were  supplied  in  all  cases  by  the  Federal  Trade  Com- 
mission. On  schedules  sent  out  by  it  cost  figures  were 
furnished  by  the  several  producers,  were  checked  and 
arranged  by  the  Commission,  and  were  presented  to  the 
Price-Fixing  Committee  as  the  basis  upon  which  its 
findings  and  agreements  should  be  reached.    The  labor 
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thrown  on  the  staff  of  the  Trade  Commission  by  these 
operations  was  enormous.  It  deserves  to  be  put  upon 
the  record  that  the  results  were  achieved  with  a  high 
degree  of  thoroness  and  success.  Not  that  all  desired 
or  needed  information  was  secured,  or  that  the  figures 
were  in  every  case  impeccable ;  but  the  accounting  staff 
of  the  Commission  was  expanded  with  great  rapidity, 
and  was  brought  to  a  state  of  efficiency  quite  as  high  as 
could  have  been  reasonably  expected.  Considering  the 
suddenness  of  the  exigency,  and  the  extraordinary  range 
and  voliune  of  the  transactions  that  had  to  be  followed, 
the  achievement  was  a  notable  one. 

As  was  to  be  expected,  very  varying  conditions  of  cost 
and  very  varying  relations  between  cost  and  price  ap- 
peared in  different  industries.  Sometimes  there  was  but 
a  single  producer,  in  possession  of  a  complete  monopoly. 
Of  this  the  most  striking  illustration  was  found  in  nickel, 
virtually  all  of  which  was  produced  by  the  Ai^rican  Str^. 
Nickel  Company ;  and  oddly  enough  this  was  one  of  the 
few  cases  in  which,  notwithstanding  heavy  increase  in 
public  demand  and  an  eventual  absorption  for  military 
use  of  virtually  the  entire  supply,  the  price  remained  the 
same  as  that  before  the  war,  and  was  so  maintained 
throughout.  A  similar  case  of  monopoly  was  that  of 
aluminum.  Sometimes,  and  more  complicated  as  re- 
gards the  observable  or  desirable  relation  between  cost 
and  price,  the  conditions  were  those  of  joint  cost  — 
80-called  by-products.  The  most  conspicuous  illustra- 
tion was  that  of  hides,  whose  price  in  turn  necessarily 
dominated  the  price  of  leather.  Another  of  the  same 
kiad  was  in  sulphuric  acid,  which  in  some  cases  is  a 
by-product  from  other  operations,  in  other  cases  an 
independent  or  separable  product.  To  apply  any  of  the 
accepted  economic  formulae  to  the  fixing  of  a  price 
under  conditions  like  these  would  have  been  well-nigh 
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hopeless.    A  frankly  opportunist  policy  alone  was  pos- 
sible. 

The  cases  of  most  importance  quantitatively,  how- 
ever, and  those  typical  also  of  the  general  character  of 
the  price-fixing  operations,  were  less  complex,  and  gave 
or  seemed  to  give  better  opportunity  for  some  appUca- 
tion  of  general  principles  and  general  reasoning.  As  a 
rule  the  products  dealt  with  were  turned  out  by  many 
competing  producers,  and  with  costs  that  could  be 
ascertained  and  segregated.  Such,  among  the  articles 
controlled  by  the  Price-Fixing  Committee,  were  lumber, 
copper,  iron  ore,  iron  and  steel  products ;  sugar  for  the 
Food  Administration,  and  coal  for  the  Fuel  Adminis- 
tration. In  all  these  the  same  phenomenon  commanded 
attention,  namely,  that  of  marked  differences  in  cost  for 
diflferent  producers  —  a  gradual  shading  from  low  cost 
producers  at  one  extreme  to  high  cost  producers  at  the 
other.  A  cost  curve  or  supply  curve  of  the  familiar  sort 
was  easily  to  be  made  out. 

The  appended  charts  are  representative.  They  show 
quantities  of  output,  and  costs;  the  horizontal  di- 
mensions indicating  the  volume  of  product  from  each 
concern,  the  vertical  dimensions  the  unit  cost  of  the 
product.  The  coal  chart  is  but  one  of  a  large  niunber  of 
the  same  kind  prepared  by  the  Fuel  Administration. 
It  is  selected  because  it  refers  to  the  most  important 
coal  region  of  the  country  —  that  in  southwestern 
Pennsylvania,  where  is  the  famous  Connelsville^  field. 
The  data  for  the  coal  charts  were  secured  from  the  coal 
operators,  as  from  other  producers,  by  the  Federal 
Trade  Commission,  and  were  then  checked,  corrected 
for  bookkeeping  errors,  and  charted,  by  the  Fuel  Ad- 
ministration. The  collection  of  coal  charts  thus  made 
constitutes  an  imposing  mass  of  interesting  material. 
The  beet  sugar  chart  is  based  on  figures  collected  and 
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charted  by  the  Tariff  Commission  and  placed  by  that 
body  at  the  disposal  of  the  Food  Administration.  The 
lumber  chart  shows  costs  on  the  same  plan,  but  for  two 
dates,  for  the  great  fir  lumber  region  of  the  Pacific 
Northwest.  It  is  a  combination  of  two  charts  furnished, 
at  an  interval  of  three  months,  by  the  lumber  pro- 
ducers themselves.^  The  Federal  Trade  Conmiission  did 
not  usually  put  its  data  into  graphic  form;  hence  the 
utilization  in  this  case  of  charts  prepared  for  the  Price- 
Fixing  Conmiittee  by  the  producers.  Probably  the  cost 
figures  on  which  they  rest  would  have  been  corrected  in 
some  details  had  they  been  submitted  first  to  the  su- 
pervising accountants  of  the  Trade  Conmiission.  But 
there  was  abundant  experience  to  show  that  corrections 
of  this  sort  affected  details  only,  and  brought  no  serious 
changes  either  in  averages  or  in  the  slope  of  the  curves. 
Virtually  these  charts  represent  the  data  on  which  the 
Price-Fixing  Committee  based  its  action. 

In  general,  in  the  price-fixing  operations  for  such 
articles,  regard  was  had  to  the  marginal  producers.  A 
new  jargon  was  often  used,  superseding  that  of  the 
economists:  the  "  bulk  line  ''  producer  and  "  bulk  line  " 
cost  were  spoken  of.  It  was  cost  of  production  at  the 
hands  of  this  marginal  or  bulk  line  person  that  usually 
formed  the  basis  of  the  prices  fixed.  Sporadic  cases  of 
^ceptionally  and  extremely  high  cost  were  disregarded, 
^d  properly  so.  Extreme  high  costs  in  individual  cases 
^  part  of  the  flotsam  and  jetsam  of  economic  life  — 
^cidents,  of  no  real  significance.  The  marginal  or 
price-determining  producer  was  found  at  the  point 
y'iere  from  80  per  cent  to  90  per  cent  of  the  output  was 
deluded.     As  a  rule  a  price  was  fixed  which  would 

protect "   four-fifths   or   nine-tenths   of  the   entire 

output. 

^  ■cnificanoe  of  tbe  two  dates  and  the  two  ooet  curves  given  in  this  esse  is 
"**^bdow,p.22Q. 
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^1^        A  natural  corollary  of  this  method  of  procedure  was, 
of  course,  the  frank  recognition  of  the  fact  that  many 


>:. 


V' 


•  low  cost  producers  might  reap  large  profits;  and  this  in 
turn  led  to  the  expectation,  even  the  assumption,  that 
such  producers  would  be  subjected  to  a  heavy  excess 
profits  tax.    A  considerable  tax  of  this  kind  was  already 

.  being  collected  in  1918,  under  the  revenue  act  of  1917, 
on  the  incomes  of  1917;  an  even  higher  one,  applicable 
to  the  incomes  of  1918,  was  in  prospect.  In  this  matter, 
as  in  so  many  others,  the  unexpectedly  early  cessation 
of  hostiUties  caused  a  halt,  and  tax  legislation  was  not 
enacted  with  the  expected  speed,  perhaps  will  not  be  on 
the  expected  scale.  At  this  writing  (January,  1919)  it 
is  still  uncertain  what  manner  of  excess  profits  tax  will 
finally  be  levied.  So  far  as  price-fixing  policy  was  con- 
cerned, a  rigorous  tax  of  this  kind  was  regarded  as  a 
part  of  the  general  program. 

This  concentration  of  attention  on  the  marginal  pro- 
ducer has  an  appearance  of  obedience  to  economic 
theory.  Cost  at  the  hands  of  the  marginal  producer 
determines  price;  the  infra-marginal  man  gets  a  pro- 
ducer's surplus ;  this  producer's  surplus  is  a  fit  object  of 
taxation.  The  price  fixed  seems  to  be  that  which  would 
obtain  if  economic  principles  were  in  normal  operation. 
So  delightful  a  verification  of  economic  principles,  so 
complete  an  empirical  confirmation  of  their  soimdness, 
quite  warms  the  economist's  heart. 

And  yet,  reflection  leads  one  to  pause.    The  case  is 
not  so  simple,  the  confirmation  of  theory  not  so  con- 
clusive.   In  important  particulars  the  situation  is  not 
the  same  as  that  contemplated  when  we  discuss  mar- 
ginal cost  in  relation  to  price.    The  price  fixed  on  itx^ 
basis  just  described  is  by  no  means  necessarily  the  saio^ 
as  that  which  would  obtain  if  normal  forces  wetr^ 
working  under  normal  conditions. 


224  QUARTERLY  JOURNAL  OF  ECONOMICS 

for  successive  years  very  much  the  same.  The  margu 
cost  may  not  shift  appreciably,  even  tho  there  be  shifts 
of  the  producers  who  are  incurring  it.  After  all,  in  any 
set  of  concrete  facts,  anywhere  and  at  any  time,  we 
cannot  expect  to  find  more  than  approximations  to 
economic  normality.  And  perhaps  in  this  case  the 
approximation,  after  all  correction  and  qualification 
have  been  made,  does  serve  to  confirm  general  eco- 
nomic reasoning.  It  is  probable  that  differences  in 
natural  resources  are  the  most  important  among  the 
causes  determining  the  general  slope  of  the  supply 
ciu^es  here  adduced. 

But  still  another  factor  immistakably  shapes  these 
curves.   The  differences  in  cost  are  found  not  only  in  the 
"  extractive  "  operations,  but  in  the  purely  manufac- 
turing ones  as  well.    This  is  perhaps  most  strikingly 
brought  out  in  the  case  of  sugar,  where  it  happens  to  be 
possible  to  separate  manufacturing  costs  from  agri- 
cultiu*al  costs.  ^    But,  as  soon  as  inquiry  was   made 
beneath  the  surface,  the  same  variations  were  unmis- 
takably to  be  found  in  other  industries  also.    They  are 
due  mainly  to  differences  in  managing  capacity.    The 
familiar  question  of  the  *'  rent ''  of  business  ability  once 
more  obtrudes  itself;    the  puzzling  question  of  the 
significance  of  a  marginal  business  man.    Economists 
are  doubtless  in  the  right  when  they  apply  to  differences 
in  business  ability  reasoning  analogous  to  that  applied 
to  varying  fertility  of  soil.    But  here  there  is  even  more 
of  approximation,  of  long  run  generalization,  of  uncer- 
tain conformity  to  any  precisely-stated  rule.    The  pro- 
ducer who  appears  to  be  marginal  upon  your  chart,  and 
who  for  a  given  season  is  fairly  to  be  considered  a  "  bulk 
line  ''  person,  may  be  after  all  one  who  is  in  process  of 

^  See  the  able  diacuBsion  of  sugar  costs  by  Mr.  P.  G.  Wright,  in  this  Jounsl  (o^ 
November.  19 17. 
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elimination;  who  is  holding  on  for  the  time  being,  but 
is  bound  to  disappear  in  the  long  run  and  is  not  to  be 
taken  as  a  "  fair  "  price-determining  unit.    There  were 
abundant  groimds  for  supposing  this  to  be  the  case  with 
the  concerns  that  appear  in  the  charts  as  the  marginal 
producers  of  crude  iron  and  of  copper.    So  far  from  its 
being  true  that  these  producers,  imder  ordinary  market 
conditions,  would  determine  the  price,  the  reverse  is 
more  nearly  true.    It  is  the  market  price  which  deter- 
mines which  among  them  shall  siu*vive,  not  their  cost 
that  determines  the  market  price. 

At  the  risk  of  digression,  a  word  may  be  added  on  the 
bearing  of  these  distinctions  on  the  applicability  of  a 
marginal  cost  principle.  If  the  differences  in  cost  which 
are  indicated  on  these  charts  rest  on  physical  causes  — 
if  they  are  due  to  forces  in  nature,  not  in  man  —  the 
nonnal  or  long-period  price  may  be  expected  to  conform 
to  marginal  cost.  But  if  they  rest  on  the  differing  abili- 
ties of  men,  the  normal  price  may  be  expected  rather  to 
conform  to  average  cost,  or  at  all  events  to  fall  below  the 
"  bulk  line."  Inaebates  before  the  Price-Fixing  Com- 
mittee and  in  its  own  deUberations,  the  question  was 
raised  whether  regard  should  be  paid  primarily  to  aver- 
se cost  or  to  marginal  cost.  Assmning  that  the  object 
to  be  attained  is  conformity  to  fair  price  in  the  sense 
of  long-period  or  "  normal "  price  (an  assumption  of 
which  more  will  be  said  presently)  the  answer  would  be, 
inar^nal  cost  if  the  differences  in  cost  arise  from  causes 
Jii  nature,  but  average  cost  (or  something  like  it)  if  they 
Jtise  from  differences  in  managing  abiUty.  The  mar- 
Bnal  producer,  if  in  that  position  because  he  is  the  least 
^M)able  person,  is  not  the  one  whose  conditions  of  pro- 
^tion  are  decisive.  Such  a  producer  as  has  just  been 
^timated,  is  probably  in  process  of  disappearing.  He 
^  disappear  very  soon  in  times  of  depression,  will  drop 
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out  gradually  and  haltingly  in  ordinary  times,  will  hold 
his  own  with  deceptive  prosperity  and  success  m  periods 
of  strong  demand  and  imusual  general  profits.  He  is  not 
a  representative  producer:  not  a  person  whose  opera- 
tions determine  the  long-period  price  range.  Rather,  he 
is  one  whose  fate  is  determined  by  the  price  for  the  time 
being.  Whether  the  long-period  or  normal  price  itself 
is  an  ''  average  "  —  some  sort  of  mean  —  of  the  vary- 
ing costs  of  different  managers,  need  not  here  be  con- 
sidered. I  see  no  good  theoretical  reason  to  expect  it  to 
conform  with  exactness  to  any  average;  tho  it  might  be 
a  safe  and  easy  working  rule  to  consider  average  cost  to 
be  the  same  as  long-run  representative  cost.  But  it 
would  not  be  in  accord  either  with  current  economic 
theory  or  with  business  experience  to  give  to  the  least 
efficient  manager  (even  if  the  extreme  cases  or  "  freaks  " 
be  disregarded)  a  dominant  price-determining  position. 
The  representative  firm  (wherever  in  the  scale  it  is  to 
be  found)  is  in  that  position. 

The  case  would  be  different  if  the  differences  are  the 
ineradicable  results  of  soil,  site,  or  abundance  and  quality 
of  minerals;  then  one  might  be  justified  in  proceeding 
on  the  ground  that  the  normal  price-determining  cost 
was  marginal  cost  at  the  hands  of  a  manager  of  repre- 
sentative ability.    In  the  cases  represented  on  the  charts 
(for  lumber,  sugar,  and  coal)  the  probabilities  are  that 
differences  in  nature's  resources  explain  the  upward 
trend  of  the  cost  curve;  and  hence  that  price  in  the  long 
run  would  tend  to  conform  to  marginal  cost,  not  average 
cost. 

But,  there  remains  the  most  serious  qualification  of 
all  to  this  supposed  verification  of  economic  theory.  The 
doctrine  of  price  determination  by  the  marginal  pro- 
ducer is  not  to  be  considered  as  applying  to  anything  but 
a  long-run  price.    It  has  no  bearing  on  the  short-period 
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No :  the  ground  upon  which  this  Reusing  of  atten- 
tion on  thel)ulk  line  producer  could  be  Jji^tified  was  an 
entirely  different  one.   The  guiding  factor  was  theneces- 
8itjrjofjaaint8ining_.oi^^       The  commodities  d^t 
with  were,  to  repeat,  such  as  were  wanted  in  great 
quantity  by  the  government.    A  large  output  was  im- 
peratively needed,  or  at  least  was  supposed  by  the 
military  authorities  to  be  needed.    This  was  the  real 
justification  for  bolstering  up  the  marginal  concern  and 
fixing  a  price  at  which  the  marginal  concern  could  con- 
tinue in  business.     This  too  was  the  ground  for  ex- 
cluding from  consideration  the  extraordinarily  high 
costs  of  the  producers  at  the  extreme  right  of  the  curve; 
sporadic  contributors  who  probably  could  not  have 
operated  with  profit  under  any  price  conditions,  and 
whose  output  would  be  no  more  and  no  less  whether 
prices  were  fixed  at  a  somewhat  higher  or  somewhat 
lower  figure.    But  the  bulk  line  producers  had  to  be 
maintained.    Their  output  was  needed,  and  the  only 
way  to  secure  it  was  to  pay  them  a  price  which  would 
induce  the  continuance  of  operations.    It  was  this  situa- 
tion which  caused  the  marginal  producer  to  occupy  such 
a  dominant  place  in  the  price-fixing  operations. 

As  time  went  on  this  dominance  came  to  be  less 
strong,  or  rather  it  came  to  be  exercised  under  different 
conditions  and  with  different  results.  In  some  industries 
the  situation  began  to  change.  Even  where  the  govern- 
ment remained  the  heaviest  piu-chaser,  it  no  longer  re- 
quired every  ounce  that  could  be  produced.  In  many 
industries,  indeed  in  most,  a  substantial  quantity  con- 
tinued throughout  to  be  allowed  for  civilian  uses;  as 
time  went  on  it  became  a  question  how  far  these  uses 
needed  to  be  curtailed  and  how  far  the  transfer  of  labor 
and  capital  to  other  more  essential  uses  should  be  stim- 
ulated.   As  regards  steel  and  copper,  it  is  true,  the 
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that  of  maintaining  TnaxiTniim  prices  unchanged  not- 
withstanding proved  increase  of  cost  —  was  followed 
for  southern  lumber,  and  on  the  same  grounds.  In  both 
instances,  it  deserves  to  be  recorded,  the  producers  as- 
sented without  demiu*.  The  unwelcome  decision  was 
accepted  as  an  inevitable  part  of  the  war  policy  of 
cutting  down  non-essential  production. 

A  case  somewhat  similar  was  that  of  cement.    The 
government  needed  much  cement  for  its  construction 
operations,  and  indeed  took  the  larger  part  of  the  out- 
put.   But  the  output  itself  was  lessened  in  consequence 
of  the  war.    Building  operations,  except  for  govern- 
ment needs,  were  sharply  curtailed;  an  effective  means 
of  enforcing  curtailment  in  this  case  being  the  refusal 
of  full  coal  supply  by  the  Fuel  Administration.    Of  the 
diminished  output,  the  government  in  some  locaUties 
took  nearly  one-half,  but  at  a  price  below  what  would 
have  been  fixed  on  a  basis  of  marghial  cost  for  normal 
or  pre-war  conditions  —  a  price  barely  sufficient  to 
maintain  production  up  to  the  government  needs.  Much 
the  same  course  was  followed  when  fixing  a  price  for 
bricks  in  the  regions  lying  about  the  large  cities  of  the 
congested  eastern  district  (New  York,  Philadelphia, 
Baltimore,  Washington) .   Here  too  the  government  was 
a  dominant  purchaser,  yet  took  less  than  the  existing 
establishments  could  produce  and  paid  a  price  below 
that  to  be  expected  under  normal  conditions  of  cost  and 
demand. 

Not  all  cases,  however,  of  refusal  to  adjust  prices  to 
changing  cost  conditions,  are  explicable  on  grounds  of 
this  kind.  A  similar  course  of  action  was  followed  for 
iron  and  steel,  but  under  different  conditions  and  with 
different  purposes  and  results.  On  steel,  and  more 
particularly  the  various  forms  of  semi-manufactured 
steel,  the  prices  originally  fixed  were  left  imchanged, 
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case  was  diflferent  with  the  non-integrated  producers  — 
the  iron  miners  who  sell  their  ore^  and  the ''  cold  metal " 
people  who  produce  pig  iron  and  sell  it  for  foimdiy  and 
other  uses.  These  were  in  a  somewhat  different  position. 
The  prices  fixed  for  iron  ore  and  pig  iron  were  by  no 
means  so  assuredly  lucrative  to  the  marginal  producers, 
and  in  the  course  of  the  price-fixing  readjustments  some 
advances  were  made  in  the  prices  both  of  ore  and  of  pig. 
They  affected,  however,  a  comparatively  small  portion 
of  the  product  and  were  not  important  items  in  the 
general  schedules  of  iron  and  steel  prices.  In  the  maiQ, 
these  prices,  originally  very  liberal,  were  sustained  with- 
out revision,  with  the  consequence  that  the  gradually 
rising  costs  resulted  in  a  diminution  of  profits. 

From  time  to  time  quite  a  different  method  of  fixing 
prices  was  suggested  as  a  means  of  securing  undim- 
inished output  by  producers  whose  costs  varied  widely. 
This  other  method  contemplated  something  in  the  na- 
ture of  pooling.  Low  cost  and  high  cost  producers  alike 
were  to  receive  prices  in  proportion  to  their  several  costs. 
The  government  was  to  charge  itself  with  the  average 
cost,  and,  so  far  as  it  allowed  civilians  to  supply  them- 
selves, was  to  charge  the  civiUans  with  that  average. 
The  process  obviously  would  have  necessitated  the 
government's  taking  over  the  entire  supply,  and  appor- 
tioning or  rationing  to  civiUans  whatever  was  not  needed 
for  its  own  use. 

This  proposal  rested  mainly  on  an  unwillingness  to 
permit  the  low  cost  producers  to  secure  high  gains.  Any 
price  paid  uniformly  to  all  producers  necessarily  meant>- 
differences  in  profits.  When  that  uniform  price  wa^ 
fixed  on  the  basis  of  the  marginal  or  bulk  line  producer  ::^ 
the  profits  of  those  favorably  placed  were  not  only  great  ^ 
but  greater  than  they  would  have  been  under  norma*3 
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ment  of  cost  for  each  producer.  There  is  an  obvious 
difference  between  the  amount  and  character  of  the 
accounting  data  needed  for  this  purpose  and  those 
needed  on  a  bulk  Une  or  marginal  cost  basis.  For  the 
latter  purpose  it  is  necessary  to  ascertain  only  an  ap- 
proximate marginal  cost  figure,  and  to  settle  the  price 
in  accord  with  this,  irrespective  of  its  accuracy  for  any 
individual  producer.  It  is  quite  unnecessary  to  check 
the  accounts  for  the  great  range  of  producers  whose  costs 
fall  below  the  marginal  line.  The  low  cost  men  may  be 
known  to  be  in  a  favorable  position;  but  just  how  low 
their  costs  are,  or  just  how  high  their  profits,  is  not 
material.  But  on  the  pooling  plan  precise  information 
on  costs  must  be  procured  for  each  and  every  producer. 
Virtually  every  one  then  operates  upon  a  cost  plus 
profits  plan.  Verification  and  adjustment  of  accounts, 
decisions  on  inventories  and  depreciation,  distinctions 
between  capital  and  income  account,  auditing,  sus- 
pected and  actual  manipulation,  squabbling,  charges 
and  counter-charges  —  these  are  the  inevitable  accom- 
paniments of  any  such  procedure.  The  cost  plus  profits 
contracts  of  the  earlier  stage  of  the  war  illustrate  them 
suflSciently.  The  diflSculties  into  which  the  Food  Ad- 
ministration was  led  in  its  apphcation  of  a  cost  plus 
profits  system  to  the  regulation  of  floiu*  mills  during  the 
season  of  1917-18  supply  another  illustration.  ^  This 
mode  of  dealing  with  a  vast  number  of  establishments, 
over  a  great  range  of  industries,  threatened  such 
ominous  complications  that  any  administrative  or 
regulative  body  could  not  but  shrink  from  it. 

It  is  this  last  consideration  which  explains  why  the 
suggestion  was  pressed  in  two  cases  only :  both  of  them 
cases  in  which  the  nimiber  of  individual  producers  was 
small,  and  in  which  the  problems  of  cost  accounting  and 

^  See  the  article  by  W.  Eldred,  in  this  Journal  for  November,  1918,  p.  1. 
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In  the  iron  and  steel  trade  at  large  some  slight  move- 
ment toward  pooling  was  made.  It  took  place,  however, 
not  through  any  direct  government  action,  but  by  an 
undertaking  on  the  part  of  the  integrated  producers 
that  they  would  have  regard  for  some  of  the  more  re- 
fined branches  of  the  iron  and  steel  trade  which  bought 
and  used  the  crude  material  cold,  and  would  rescue 
these  from  the  necessity  of  paying  the  full  marginal  cost 
price  for  their  raw  material  in  every  case  and  of  then 
charging  it  against  the  government  in  the  price  of  their 
own  finished  product.  The  tentative  and  informal  ar- 
rangements made  with  this  object  in  view,  however, 
could  hardly  be  said  to  constitute  a  pooling  arrange- 
ment; they  were  but  an  acknowledgment  of  the 
desirabiUty  of  maintaining  full  output  without  the  pay- 
ment in  all  cases  of  the  very  utmost  marginal  cost. 

Quite  a  different  question  of  general  principle  was 
raised  before  the  Price-Fixing  Committee  by  the  con- 
tention that  in  fixing  the  maximum  price  for  any  one 
commodity  regard  should  be  paid  to  the  general  price 
level  and  the  general  advance  of  prices.  In  effect  the 
proposal  was  that  there  should  be  some  equalization  of 
inflation.  Many  prices  had  gone  up  50  per  cent  or  100 
per  cent ;  why  should  not  our  article  go  up  as  much  ? 
Limiber  had  advanced  less  than  iron  and  steel,  sugar 
less  than  wheat  and  com.  Elaborate  figures  were  pre- 
sented to  show  that  a  thousand  feet  of  lumber  could  in 
1918  buy  less  of  steel,  wheat,  copper,  wool,  than  the 
same  lumber  could  have  bought  in  1914.  Was  there  not 
an  obvious  injustice  to  the  lumber  producers  ? 

The  argument  was  never  pressed  so  far,  or  with  such 
insistence  on  the  equity  of  treating  all  quite  alike,  as  to 
urge  that  every  seller  should  get  as  much  as  any  other 
—  a  percentage  increase  as  high  as  the  highest  any- 
where.   So  pressed,  it  would  have  been  easily  met  by  * 
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reductio  ad  absurdum.   But  it  was  argued  that  fair  treat- 
ment would  be  secured  only  if  some  sort  of  regard  were 
paid  to  the  general  price  level  —  if  no  one  commodity 
were  permitted  to  lag  very  much  behind  the  general  run. 
No  set  answer  was  ever  given  to  this  contention. 
Indeed,  in  the  official  rulings  and  pronouncements,  gen- 
eral reasoning  of  any  sort  was  Uttle  in  evidence.   But 
the  argument  was  given  little  countenance,  and  by  im- 
plication was  set  aside.    Each  industry  was  treated  by 
itself,  quite  in  opportunist  fashion.    Specific  evidence  on 
advances  in  materials  and  wages  and  on  ascertainable  or 
presumable  profits  was  taken  into  consideration;   but 
what  might  be  happening  in  other  industries  was  re- 
garded as  quite  an  independent  story. 

This  negative  or  non-committal  attitude  was  not  only 
cautious  and  therein  shrewd,  but  doubtless  was  intrin- 
acally  sound.  The  assumption  that  all  prices  should  or 
might  reasonably  rise  as  much  as  the  general  level  would 
bve  been  equivalent  to  assuming  that  under  normal 
conditions,  in  the  absence  of  inflation,  all  prices  would 
also  conform  to  a  general  mean  or  average.  In  fact  they 
show  infinite  variety  of  rise  and  fall.  There  would  be  no 
conformity  to  normal  relations  if  these  famihar  diver- 
sities were  smoothed  out  in  a  period  of  inflation.  It  was 
wise  to  consider  each  industry  and  each  commodity  by 
itself.  As  the  general  upward  movement  reached  the 
materials  and  the  labor  of  the  particular  industry,  the 
rise  was  reflected  in  the  cost  figures  submitted,  and  was 
duly  considered  in  settling  the  maximum  price.  If  not 
so  reflected,  let  that  price  lag  behind  the  general  ad- 
vance. In  times  of  general  price  stabihty,  under  similar 
conditions  of  production  and  demand,  the  price  of  such 
a  commodity  would  presmnably  have  fallen. 

There  was  indeed  a  conceivable  case  in  which  a  dif- 
ferent treatment  might  have  been  fairly  asked :  namely 
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one  in  which  the  materials  and  labor  for  the  given  in- 
dustry were  in  a  tight  compartment,  not  affected  by 
outside  conditions  and  not  responsive  to  the  pervading 
influences  except  as  they  affected  the  final  products  of 
that  industry.  Then  indeed  the  cost  items  for  the  partic- 
ular industry  could  advance  only  if  the  product  itself 
should  previously  advance.    A  sort  of  impasse  would 
have  resulted  —  "  costs  "  could  not  be  advanced  until 
price  of  materials  and  labor  rose,  and  yet  these  costs 
could  not  rise  if  government  regulation  interposed  a 
veto  on  an  advance  in  the  article  produced.    But  no 
such  case  was  presented  for  settlement,  not  even  one 
approximating  these  exceptional  conditions.     In  fact, 
it  was  alleged  throughout  that  the  advances  in  wages 
and  in  materials,  so  far  from  being  confined  to  one 
industry  or  one  locality,  were  general  and  pervasive. 
They  were  forced  on  the  producers  by  competition  from 
without.    In  other  words,  the  forces  leading  to  inflation 
were  at  work  on  all  sides,  and  showed  their  effects  every- 
where in  rising  wages  and  in  rising  prices  of  purchased 
materials.    Hence  the  general  advance  was  necessarily 
considered,  so  far  as  it  needed  to  be  or  ought  to  have 
been,  when  due  consideration  was  given  to  cost  and 
profit  figures. 

As  appears  from  this  survey,  government  price-fixing 
during  the  war  was  not  uniform  in  its  objects,  and  was 
little  guided  by  principles  or  deliberate  pohcies.  In  the 
main  it  was  opportunist,  feeUng  its  way  from  case  to 
case.  The  Food  Administration  had  indeed  clearly  de- 
fined objects,  yet  hardly  a  clear  formulation  of  the  prin- 
ciples to  be  followed  in  striving  to  attain  them.  The 
Fuel  Administration,  dealing  as  it  did  with  a  single 
conamodity  of  well  marked  type,  was  able  to  proceed 
with  most  system  and  method.     The  use  by  it  of  the 
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marginal  or  bulk  line  principle  was  deliberate  and  con- 
sistent.    The   Price-Fixing  Committee,   whose   wide 
range  of  operations  might  make  its  doings  of  most  gen- 
eral interest  to  economists,  was  slowest  in  developing  a 
general  policy;  and  this  probably  for  the  very  reason 
that  its  scope  was  wide,  its  principles  of  action  little 
prescribed  by  any  legislative  or  administrative  instruc- 
tions.    What  has  been  said  in  the  preceding  pages 
about  the  application  of  the  marginal  principle  by  the 
Price-Fixing  Committee  probably  states  its  policy  with 
greater  sharpness  of  definition  than  is  warranted  by  the 
actual  decisions  or  formulations.    There  was  no  more 
than  a  gradual  and  tentative  approach  to  any  principle 
of  action  whatever.    This  restraint  was  as  wise  as  that 
of  a  court  of  law  which  refuses  to  conunit  itself  on  any 
questions  of  principle  not  essential  to  the  case  in  hand. 
Had  the  war  continued,  and  had  the  regulation  of  in- 
dustry lasted  longer  and  extended  farther,  all  sorts  of 
new  situations  and  new  problems  would  have  arisen, 
for  whose  wise  disposal  no  rule  could  be  laid  down  in 
advance. 

R^ulation  came  to  an  end  almost  immediately  after 
the  conclusion  of  the  armistice.  The  War  Industries 
Board  in  general  terminated  its  restrictions  and  pre- 
criptions  as  promptly  as  possible,  and  the  Price-Fixing 
Committee  did  the  same.  No  new  price  agreements 
were  made  after  the  armistice,  and  those  in  effect  were 
aDowed  to  lapse  as  they  expired.  In  almost  all  cases, 
prices  had  been  fixed  for  periods  of  three  months;  and 
as  each  such  period  came  to  its  close,  no  further  action 
was  taken,  and  thereafter  the  free  play  of  market  deal- 
mg^  agun  set  in.  Most  of  the  agreements  terminated 
late  in  December,  1918,  or  on  January  1,  1919;  a  few 
hdd  over  for  a  month  or  two  into  1919. 
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Whether  price-fixing  would  have  completely  broken 
down  under  greater  tasks  and  greater  strain,  it  would  be 
rash  to  say.  Perhaps  forces  would  have  been  encoun- 
tered, of  the  kind  termed  "  economic,"  or  perhaps  of 
a  kind  not  included  in  the  usual  economic  list,  such  as  to 
defy  attempts  at  regulation  and  to  confirm  the  predic- 
tions of  those  who  believed  that  all  regulation  must 

/  come  to  naught.  The  experiment,  if  such  it  can  be 
called,  was  not  carried  through  to  the  end,  or  with  sys- 
tem or  consistency;  and  the  lessons  it  yields  are  accord- 
ingly far  from  conclusive  as  regards  fundamentals,  and 

I   are  qualified  even  within  the  limited  range  to  which 

*   they  apply. 

So  far  as  the  experiment  went,  and  so  long  as  it  lasted, 

I   the  outcome  seems  to  me  to  have  been  good.    The  rise 
of  prices  to  be  expected  from  inflation  of  the  circulating 
medium  was  not  prevented ;  but  then  no  endeavor  was 
made  to  achieve  this  sweeping  object.    There  is  nothing 
in  all  the  price  experiences  to  prove  or  disprove  the 
contention  that,  irrespective  of  legislative  or  adminis- 
trative fiat,  general  economic  forces  must  work  out  their 
general  effects.    But  that  the  impinging  of  the  forces 
was  in  some  degree  affected  and  curbed  seems  undeni* 
able.  Food  and  fuel  prices  were  prevented  from  fluctuat- 
ing as  widely  and  soaring  as  high  as  they  would  have 
done  in  the  absence  of  regulation.    A  result  of  the  sara® 
kind,  and  apparently  not  less  in  extent,  was  secured  for 
other  price-regulated  articles.    The  traditional  state- 
ment of  economic  formulae  gives  them  an  appearance  of 
greater  rigidity  and  sharpness  than  is  warranted  by  tb^ 
premises  on  which  they  rest.     Supply  and  demand? 
monetary  principles  and  monetary  laws,  are  customarily 
formulated  in  exact  terms,  with  an  appearance  of  matb^* 
matical  sharpness.    The  qualifications  which  must  d*' 
tach  to  these  "  laws  "  in  any  concrete  application  or 
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nation,  familiar  to  the  well-trained  economist,  leave 
lant  room  for  some  exercise  of  restraining  and 
rated  action.  No  doubt  there  are  limits  to  which 
iction  must  be  confined;  but  they  are  not  narrow 
f  and  within  them  much  was  done  which  proved  of 
tage  to  the  country. 

F.  W.  Taussig. 

ONGTON,  D.C. 


THE  BURDEN  OF  WAR  AND  FUTURE 

GENERATIONS 

SUMMARY 

Burdens  of  war  are  objective  and  subjective,  242.  —  Costs  resulting 
from  destruction,  and  cost  of  maintaining  the  iBghting  forces,  243.  — 
Choice  between  rival  wa3rs  of  iBnancing  a  war,  245. — Different  effects  of 
the  levy  plan  and  the  loan  plan,  247.  —  The  assumed  burden  of  a  loan 
to  the  lender,  249.  —  Subjective  burdens  of  levy  and  loan  methods,  252. 
—  Conclusion,  254. 

I  HAVE  been  invited  to  contribute  to  the  Qiiarterly 
Journal  of  Economics  an  article  on  how  far  and  in  what 
sense  the  burden  of  the  war  can  be  shifted  on  to  future 
generations.  This  question  is  one  of  practical  as  well  as 
theoretical  importance  and  I  welcome  the  opportunity 
of  examining  it.  Some  of  the  issues  involved  are,  indeed, 
obvious,  but  others  have  been  the  subject  of  contro- 
versy. A  part  of  the  difficulty  has  arisen  out  of  an  am- 
biguity in  the  meaning  of  the  term  "burden":  for  that 
term  may  be  interpreted  either  objectively  as  a  cost  in 
things  and  services,  or  subjectively  as  a  cost  in  satisfac- 
tions. In  the  following  pages  I  shall  endeavor,  keeping 
this  distinction  in  mind,  to  set  out  the  whole  problem 
in  a  logical  order. 

The  objective  burden  which  future  generations  bear 
as  the  result  of  a  war  is  measiu'ed  by  the  difference  be- 
tween their  actual  economic  situation  and  the  situation 
which  they  would  have  enjoyed  if  all  other  things  had 
been  equal  and  no  war  had  occurred.  This  difference  in 
economic  situation,  interpreted  in  the  broadest  sense, 
will,  for  any  country,  take  account  of  the  indirect  effect 
of  war  casualties  upon  the  quantity  and  quality  of  the 
population  of  which  future  generations  are  composed. 

242 
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These  various  costs  are  in  part,  but  only  in  part,  rep- 
resented in  a  deterioration  below  the  standard  which  it 
would  otherwise  have  attained  in  the  economic  environ- 
ment of  the  future:  because,  to  meet  them  resources 
are  obtained,  not  only  by  drawing  upon  that  environ- 
ment, but  also  in  other  ways.    When  so  many  factories 
and  houses  have  been  destroyed  by  enemy  action,  so 
much  of  a  country's  forests  cut  down,  so  much  labor 
and  capital  diverted  from  making  and  maintaining  in- 
dustrial equipment,  so  much  foreign  borrowing  under- 
taken, this  inventory  of  cost  is  not  equivalent  to  an 
inventory  of  objective  burden  thrown  upon  the  future. 
Broadly  speaking  we  may  say  that,  in  so  far  as  the  costs 
of  war  are  met  in  ways  other  than  the  provision  of  extra 
work  by  the  war-waging  generation  and  the  undertak- 
ing by  them  of  imusual  economies  in  personal  consump- 
tion, these  costs  are  thrown  upon  the  future  —  it  being 
imderstood  that,  against  these  costs  the  future  is  likely 
to  have  left  to  it  certain  durable  forms  of  industrial 
equipment  which  were  made  for  war  purposes  but  re- 
main and  are  useful  also  in  peace.    We  cannot,  however, 
make  the  converse  statement  that,  in  so  far  as  war  costs 
are  met  by  extra  work  or  unusual  personal  economies 
they  are  not  thrown  upon  the  future,  because  this  extra 
work  and  reduced  consimaption  is  likely,  by  wearing  out 
the  efficiency  of  the  present  generation  to  reduce  the 
contribution  which  it  is  able  to  make  to  production,  and 
therefore,  inter  aliay  to  the  capital  equipment  available 
for  future  generations.    How  far  this  sort  of  reaction 
will  go  must  vary,  of  course,  with  different  classes  of 
people :  —  extra  work  for  those  who  normally  work  hard 
and  diminished  consumption  for  those  who  already  live 
sparingly  will  have  a  much  larger  effect  than  extra  work 
for  normal  idlers  and  reduced  consiunption  for  gour- 
mands and  pleasiu'e-seekers.     The  general  conclusion 
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fined  to  the  choice  between  various  sorts  of  domestic 
taxes  and  domestic  loans. 

There  is  a  distinction  of  some  importance  between  the 
nominal  subject  and  the  real  subject  of  a  levy,  whether 
the  levy  be  by  way  of  taxation  or  of  loan.  The  nominal 
subject  is,  of  course,  the  man  from  whom  the  money  is 
actually  taken  over  by  the  state.  In  so  far  as  this  man 
cuts  down  charities  or  presents  or  wages  (while  retain- 
ing the  same  staff)  to  provide  this  money,  he  is  not, 
however,  the  real  subject.  For  he  simply  transfers  the 
obligation  of  meeting  the  call  involved  in  the  levy  on  to 
somebody  else.  This  somebody  else  is  the  real  subject 
of  the  levy:  the  nominal  subject  is  the  real  subject  only 
when  he  furnishes  the  fimds  required  otherwise  than  by 
transferring  the  obligation  away  from  himself.  It  is  thus 
plain  that  it  is  the  conduct  of  the  real  and  not  of  the 
nominal  subject  that  is  of  interest  from  the  present  point 
of  view.  Every  one  knows  that  the  levy  of  £100  will 
have  different  direct  effects  when  it  is  made  from  dif- 
ferent real  subjects.  Taken  from  one,  it  will  cause  him 
to  work  harder;  from  another  it  will  check  personal  con- 
sumption; from  another  it  will  check  investment;  from 
another  it  will  cause  him  to  let  his  plant  run  down  a 
little;  and  so  on.  Now  different  methods  of  war  finance 
involve  different  distributions  of  war  charges,  and  it 
would,  therefore,  seem  that  we  should  be  able,  by  ana- 
lyzing their  distributions,  to  trace  out  their  respective 
consequences  upon  the  position  of  futiu^  generations. 
The  beginning  of  this  investigation  looks  prosperous 
enough.  Thus  we  know  that  the  poor  can  at  the  best  of 
times  save  very  little;  and  they  have  no  plant  to  keep 
up.  Consequently  war  levies  exacted  from  them  practic- 
ally must  be  provided  out  of  extra  work  and  extra  per- 
sonal economies.  Unfortunately,  however,  it  is  just 
among  the  poor  that  resort  to  these  methods  is  specially 
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collateral,  with  anything  like  the  ease  that  he  can  sell  a 
£1,000  war  bond.  Therefore,  as  a  matter  of  fact,  if 
there  is  a  chance  of  emergency,  it  is  a  real  advantage  to 
have  a  £1,000  war  bond  even  tho  the  whole  of  the 
interest  one  gets  on  it  is  paid  by  oneself.  Moreover, 
besides  this  real  advantage  of  loans  over  taxes  to  the  per- 
sons who  fmnish  the  money  there  is  also  an  imaginary 
advantage:  for  it  will  not  generally  occur  to  those 
persons,  even  tho  it  were  exactly  and  demonstrably 
true,  that  they  will  themselves  have  to  pay  individually 
the  interest  they  individually  receive.  Consequently, 
they  will  certainly  feel  better  oflF  imder  the  loan  plan 
than  under  the  tax  plan,  and  are,  therefore,  likely  to 
provide  what  they  do  provide  more  largely  by  cutting 
down  investment  and  less  largely  by  extra  work  and 
economies  in  personal  consumption  than  they  would 
have  done  under  that  plan.  To  this  extent,  therefore, 
the  loan  plan,  in  so  far  as  the  money  is  raised  from  the 
better-to-do  classes,  will  react  on  the  sources  from  which 
war  costs  come  in  a  way  that  involves  a  larger  objective 
burden  on  future  generations  than  would  be  imposed 
upon  them  under  the  tax  plan. 

And  there  is  yet  a  further  point.   The  argument  of  the 
preceding  paragraph  proceeded  on  the  assumption  that 
the  people  who  provide  money  under  war  loans  are  so 
situated  that,  after  the  war  their  taxes  (so  far  as  required 
to  finance  war  debt)  and  their  loan  interest  are  expected 
to  be  equal.    As  a  matter  of  fact,  however,  experience 
has  never  yet  revealed  a  tax  system  anything  like  as 
strongly  graduated  for  increasing  incomes  as  loan  sub- 
scriptions are  normally  found  to  be,  at  all  events  when 
the  loan  required  is  large.    Hence,  the  richer  classes, 
from  whom,  when  a  large  amount  of  money  is  wanted, 
contributions  under  any  plan  must  chiefly  come,  wiU 
think,  and  rightly  think,  that  a  loan  hits  them  much  less 
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and,  in  so  far  as  tax-payers  and  war  loan  holders  are 
identical,  from  one  pocket  to  another  pocket  in  the 
same  coat.    Plainly  in  a  transfer  of  this  kind  it  is  im- 
possible that  any  direct  objective  burden  —  I  am  not  at 
present  concerned  with  other  sorts  of  bmden  —  can  be 
involved.    There  remains  the  money  raised  for  repay- 
ment of  principal  through  a  sinking  fmid.  As  regards  this 
it  has  been  claimed  by  certain  writers  that  the  preced- 
ing argument  is  inappUcable.    They  reason  that,  when 
a  holder  of  war  loan  has  the  principal  of  his  loan  paid  off 
by  the  government,  he  receives  no  benefit,  but  is  simply 
left  in  his  old  position  —  possibly  a  sUghtly  worse  posi- 
tion, because  he  will  have  the  trouble  of  finding  a  new 
investment  —  and  that,  therefore,  there  is  nothing  to  set 
against  the  objective  burden  thrown  on  the  tax-payer 
in  the  form  of  taxation  to  provide  the  money  to  pay  him. 
Professor  SeUgman  writes:    "  The  fallacy  involved  in 
the  contention  that  the  sacrifice  imposed  upon  the  future 
tax-payer  is  counter-balanced  by  the  benefit  accruing  to 
the  bondholder  consists  in  the  failure  to  reaUze  that 
there  are  no  benefits  thus  accruing  to  the  bondholder."  * 
Professor  Scott  arrives  by  similar  reasoning  at  the  same 
conclusion:   "  Speaking  quite  generally,  the  effect  of  a 
loan  (he  is  discussing  an  internal  loan)  is  that  posterity 
is  rendered  liable  to  do  the  amount  of  work  which  is 
necessary  to  pay  it  off."  *    The  substance  of  this  argu- 
ment is  that,  since,  in  the  main,  repayments  of  principal 
made  to  holders  of  war  loan  are  certain  to  be  reinvested, 
posterity  as  a  whole  will  be  forced  by  the  process  of  debt 
repayment  to  create  new  capital,  and  so  to  refrain  from 
consumption,  to  approximately  the  extent  of  the  debt 
repayments.    Let  us  provisionally  accept  this  presenta- 
tion of  the  facts.    Even  so  to  suggest,  as  the  language 

*  Annals  of  the  American  Academy,  January,  1918,  p.  64. 
t  Economic  Journal,  September,  1918,  p.  258. 
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from  this  that  no  difference  is  made  by  the  choice  be- 
tween the  two  methods  in  the  subjective  burden  borne 
by  future  generations.    There  is  reason  to  believe  that 
it  is  of  this  rather  than  of  the  objective  burden  that  both 
Professor  Seligman  and  Professor  Scott  are  really  think- 
ing —  tho  to  interpret  them  so  involves  a  rather  gen- 
erous straining  of  their  language  —  when  they  claim 
that  the  need  to  repay  internal  war  debt  throws  a  real 
burden  upon  posterity.    Let  us,  therefore,  consider  the 
effects  upon  subjective  burden.    To  simplify  the  dis- 
cussion I  shall  begin  by  studying  a  representative  man  so 
situated  that  what  he  pays  in  taxes  to  finance  the  debt 
exactly  corresponds  to  what  he  receives  in  interest  and 
in  repayment  of  the  principal  of  his  war  loan  holdings. 
In  these  circumstances  it  is  obvious  that  the  interest 
money  merely  comes  out  of  one  pocket  and  goes  into  an- 
other, and  that  a  subjective  burden  is  excluded  as  com- 
pletely as  an  objective  one.  But  with  the  part  of  the  tax 
used  to  repay  principal  the  position  is  a  little  different. 
In  effect  £100  has  been  taken  from  our  representative 
man  in  taxes  and  then  paid  back  to  him  as  a  price  for 
cancelling  his  £100  war  bond.    If  this  procedure  had  not 
been  gone  through,  this  £100  would  have  remained  in 
his  disposable  income  and  would,  we  may  suppose,  have 
been  spent.    As  the  procedure  has  been  gone  through, 
he  realizes  that,  should  he  spend  it,  his  ''  capital  "  will 
be  £100  less  than  before  and  his  future  income  therefore 
£5  less.    He  will,  therefore,  it  would  seem,  need  to  save 
the  greater  part  of  that  £100  and  invest  it  so  as  to  keep 
up  his  capital  and  conserve  his  future  income;  and  this 
new  need  will  obviously  involve  a  real  subjective  bur- 
den.   Such  reasoning,  however,  ignores  the  fact  that, 
tho  if  he  does  not  save  that  £100,  his  future  income 
will  be  £5  less,  his  future  taxes,  out  of  which  his  war 
loan  interest  is  paid,  will  also  be  £5  less,  since  the  £100 
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amount  is  required  that  a  very  much  larger  proportion 
has  to  be  taken  from  the  rich  —  who  have  a  wider  mar- 
gin —  as  compared  with  the  poor  that  it  is  usual  to  take 
from  them  imder  normal  taxes.  When  loans  are  em- 
ployed, therefore,  it  is  almost  certain  to  happen  in 
practice  that  the  money  raised  afterwards  to  pay  inter- 
est and  repay  principal  upon  them  will  be  taken  from 
the  poor  in  much  larger  quantities  than  it  is  received  by 
them.  The  annual  transfer  of  resources  to  serve  the 
war  debt  is  thus  in  considerable  measure  a  transfer  from 
poorer  persons  to  richer  persons.  Obviously  that  fact 
involves  a  large  subjective  burden  to  posterity  as  a 
whole;  for  the  simple  reason  that  a  poor  man  is  injured 
much  more  when  a  shilling  is  taken  from  him  than  a  rich 
man  is  benefited  when  a  shilling  is  given  to  him.  This 
is,  perhaps  the  chief  practical  objection  to  financing 
wars  by  internal  loans  to  any  greater  extent  than  \a  ab- 
solutely necessary.  But  this  element  of  subjective  bur- 
den on  future  generations,  tho  it  is  almost  certain  to 
be  associated  in  fact  with  the  loan  method,  arises  out 
of  the  way  in  which,  as  a  matter  of  fact,  governments 
choose  to  distribute  normal  taxes,  and  is  not  inherent 
in  the  method  itself.  In  a  purely  abstract  comparison 
between  that  method  and  the  levy  method,  it  should, 
therefore,  be  left  out  of  account. 

So  far  I  have  considered  only  the  direct  objective  bur- 
den, and  the  subjective  burden  arising  out  of  this,  which 
is  borne  by  future  generations.  It  has  to  be  added  in 
conclusion  that  the  loan  method  also  strikes  at  the  fu- 
ture in  an  indirect  way.  It  does  this  because  it  involves 
in  the  future  large  and  continuous  taxation  to  provide 
funds  for  the  service  of  the  debt.  The  fact  that  taxes 
raised  for  this  purpose  represent  merely  a  transfer  and 
not  a  using-up  of  resources,  does  not  warrant  the  in- 
ference that  they  are  innocuous  to  production.    On 
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The  environment  of  the  group  is  its  habitat ;  of  each 
individual,  the  habitat  plus  the  other  members  of  the 
group.  For  group  purposes,  therefore,  human  labor 
applies  itself  mainly  to  eflFecting  desirable  changes  in 
the  habitat  and  desirable  responses  from  it.  From  the 
point  of  view  of  the  individual  the  desirable  results,  the 
economic  returns  which  he  achieves,  may  accrue  either 
from  the  habitat  or  from  the  other  individuals  —  de- 
sirable results  for  him,  irrespective  of  whether  they 
are  beneficial  or  desirable  either  for  the  habitat  or  for 
other  individuals.  In  strict  analysis  also,  it  is  possible 
from  the  point  of  view  of  the  group  to  regard  as  eco- 
nomic production  such  results  of  human  effort  as  achieve 
desirable  modifications  in  the  group  or  in  members  of  the 
group,  and  to  regard  as  productive  from  the  individual 
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could  be  safely  assumed  that  the  environment  itself  is 
always  void  of  productive  efficiency  in  its  own  behalf, 
and  if  therewith  there  could  be  any  cooperating  produc- 
tive factors  achieving  together  a  joint  product  —  and 
thus  any  distributive  problem  at  all. 

Nor  is  there  any  vaUd  objection  to  this  same  manner 
of  thinking  as  extended  to  cover  any  group  economy 
taken  as  collectively  organized.  And  thus  it  has  hap- 
pened that  out  of  the  biological  fact  that  no  more  indi- 
viduals of  any  species  can  hve  within  any  given  habitat 
than  the  habitat  can  supply  with  nutriment,  a  law  of 
wages  has  been  deduced.  In  truth,  the  iron  law  of 
wages  necessarily  emerges  so  soon  as  it  is  assumed  that 
there  is  no  limit  upon  the  reproduction  of  hmnan  beings 
other  than  the  food  limit  or,  it  may  be,  than  the  raw 
material  limit.  But  even  so,  the  group  supply  of  food, 
however  scant,  need  not  accrue  through  any  sort  of 
wage  relation,  or  by  virtue  of  any  effort  or  sacrifice  put 
forth  or  of  any  return  received  thereon.  If  only  all  com- 
petitive imphcations  are  rigorously  excluded  the  prod- 
uct may  be  sheer  gratuity.  The  traditional  rats  in  the 
bam,  considered  as  a  group,  need  no  more  dig  or  delve 
than  spin  or  weave.  The  group  income  is  pm^  environ- 
mental bounty  as  distinguished  from  wages.  But  none 
the  less  this  food  limit  remains  the  multiplication  limit 
—  the  death  rate  finally  equating  against  the  birth  rate 
in  such  fashion  as  to  fix  in  permanent  stability  the 
number  of  individuals  in  the  group. 

But  so  soon  as  the  group  is  regarded  distributively, 
with  a  membership  inevitably  committed  to  the  struggle 
for  life,  and  as,  therefore,  competitive  in  its  organization 
or  its  anarchy,  all  deductions  from  the  group  or  collec- 
tive point  of  view  come  promptly  under  question.  The 
competitive  himt  for  food  need  not  be  taken  to  increase 
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food.  As  mere  restatement  of  this  fact,  therefore,  it  is 
possible  to  speak  of  a  unit  of  return  as  accruing  for  each 
unit  of  hunting  activity  directed  to  the  quest.  Nor  can 
any  meaning  attach  here  to  the  notion  of  skill  or  of 
eflfectiveness  excepting  as  appealing  for  test  to  the  re- 
sults obtained  —  results  not  so  much  reporting  as  being 
the  precise  degree  and  precise  expression  of  the  skill  or 
the  eflfectiveness.  In  this  view  of  the  case  also,  the 
environment  is  taken  to  oflfer  equal  opportunities  to  all 
of  the  diflferent  hunter  rats  —  to  be  entirely  impartial  — 
oflFering  but  one  wage  contract,  that  of  payment  accord- 
ing to  the  specific  results  achieved.  Granted  that  the 
diflferent  rats  diflfer  in  their  particular  adaptations  to  the 
opportunities  that  are  open  to  all,  this  may  readily  for 
the  purpose  be  interpreted  as  reporting  diflferent  degrees 
of  productive  power  within  the  existing  situation.  Im- 
pliedly always,  therefore,  there  is  denied  any  produc- 
tivity in  the  environment  itself.  The  productivity  of 
each  hunter  is  regarded  as  something  inhering  in  him 
and  attaching  to  his  reactions  upon  the  environment 
within  which,  and  as  limited  by  which,  and  as  subject  to 
which,  his  acquisitive  activities  function,  rather  than  in 
any  degree  as  attaching  to  the  environment  itself. 

But  further  diflficulties  emerge  with  the  assmnption 
that  the  activities  under  consideration  are  not  merely 
competitively  acquisitive  but  are  collectively  produc- 
tive —  that  the  total  food  product  at  the  disposal  of  the 
group  as  a  whole  is  susceptible  of  increase  by  the  indus- 
try or  skill  with  which  the  response  of  the  environment 
is  solicited.    That  in  such  case  the  aggregate  wage  or 
each  specific  wage  must  rise  need  not,  however,  seriously 
put  in  issue  the  validity  of  the  iron  law  for  the  deter- 
mination of  certain  of  the  wages  by  the  food  limit,  if  only 
the  processes  of  multiplication  may  be  securely  counted 
on  to  exhaust  any  temporary  margin  of  food  provision, 
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competitive  wages  allotted  by  a  homogeneous  and  un- 
differentiated environment. 

Still  further  influences  bearing  upon  survivals  within 
our  rat  colony  must  attend  the  establishment  of  in- 
stitutions of  private  property,  and  especially  of  the 
institution  of  property  in  the  inelastic  items  of  the  en- 
vironment, with  the  concurrent  emergence  of  habitat 
rents  received  as  distributive  shares  out  of  the  aggregate 
product  of  food.  If  that  particular  nook  or  comer  in 
which  the  husbandman  (or  an  overruling  Providence) 
habitually  stored  his  (His)  grain,  or  each  crack  of  escape 
through  which  the  grain  should  generously  trickle  out 
of  the  bins,  comes  to  be  the  particular  range  or  station 
of  certain  especially  fortunate  rats,  to  be  held  or  ranged 
over  by  tenant  rats  only  on  terms  of  generous  tolls  in 
favor  of  the  consenting  and  leasing  possessors  imder 
vested  rights  —  a  further  selective  principle  in  the  de- 
termination of  survivals  is  introduced.  Certain  indi- 
viduals or  classes  will  be  institutionally  withdrawn  to 
indefinite  distances  from  the  death  Une.  So  far,  then, 
from  the  selection  approximating  any  general  similarity 
to  a  group  of  average  marginality  between  life  and 
death,  these  more  fortunate  individuals  will  be  the 
further  removed  from  menace,  as  certain  other  of  the 
race  of  rodents  are  approaching  the  nearer.  The  pro- 
gressively rising  rental  incomes  accruing  to  some  in- 
dividuals or  classes  will  be  a  function  of  the  progressively 
increasing  rate  of  starvation  among  the  others. 

So,  again,  were  there  in  this  providently  provided 
bam  any  considerable  development  of  business  as  dis- 
tinguished from  industry  —  any  class  of  receivers  of 
nutriment  who  by  social  tests  were  not  at  the  same  time 
contributors  —  mere  toll  takers,  redundant  middlemen 
rats,  tax  farmers,  popularizers  of  brands  and  styles^ 
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rapid  enough  to  outstrip  the  tendencies  toward  those 
increasing  numbers  for  which  the  high  wages  have  made 
room.  At  all  events,  the  recent  centuries  have  been  a 
period  of  more  generous  wages  and  of  a  widening  margin 
of  wages  over  the  minimum  necessities  of  existence. 

But  none  the  less  have  the  obvious  historical  facts 
prompted  a  revised  interpretation  of  the  method  by 
which  wages  are  determined  —  an  interpretation  still 
directly  connected  with  the  tendency  toward  reproduc- 
tion, but  with  a  marked  difference  in  emphasis.   Accord- 
ing to  this  later  view,  wages  are  not  determined  by  the 
minimum  necessities  of  Uving  but  rather  by  the  actually 
estabUshed  requirements  of  living  —  not  by  what  hu- 
man beings  must  have  in  order  to  maintain  life  and 
to  rear  replacing  offspring,  but  rather  by  what  they 
must  have  if  they  are  to  consent  to  marry  —  or  perhaps 
to  mate  —  and  to  rear  children.     The  reproductive  in- 
stinct, or  the  opportunity  for  it  to  function,  must  wait, 
it  is  asserted  —  or  at  any  rate  actually  does  wait  —  on 
the  presence  or  promise  of  an  adequate  margin  of  in- 
come above  the  habitual  requirements  for  individual 
Uving.    This  standard  of  living  method  of  the  fixation 
of  wages,  therefore,  equally  with  the  iron  law  of  wages, 
appeals  to  a  limitation  in  the  number  of  human  beings 
for  its  determinant.    But  under  the  earUer  view,  the 
numbers  were  to  be  fixed  and  wages  established  through 
the  operation  of  the  death  rate.    This  later  view  places 
the  limitation  on  the  side  of  the  birth  rate.     Consis- 
tently with  this  later  view  the  standard  of  living  comes 
to  be  defined  as  that  habitual  level  of  consimiption  any 
impairment  of  which  will  forbid,  or  at  least  will  seriously 
restrict,  reproduction.     Wages  must  thus  express,  in 
terms  of  the  standard  of  living,  the  actual  conditions 
under  which  the  population  can  be  seeing  against  a  (fe- 
crease  due  to  the  inadequacy  of  wages. 
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the  Fearing  and  the  maintaining  of  any  given  supply  of 
labor,  but  also  the  wages  cannot  long  rule  higher  than 
this  cost.    What  the  laborers  insist  on  having  in  wages, 
as  the  minimum  return  at  which  they  will  reproduce  and 
maintain  their  numbers,  is  therefore  at  the  same  time 
both  the  lower  and  the  upper  Umit  of  what  they  will  get. 
Nor  are  competitive  cost  analogies  lacking  for  this 
view.    As  the  price  of  wheat  or  pork  is  in  the  long  run 
commensurate  with  the  supply  costs  —  as  horses  and 
slaves  must  tend  in  price  to  the  level  of  the  terms  of  cost 
under  which  they  may  be  produced  —  as  slave  hires 
equally  with  horse  hires  or  machine  hires  rest  ultimately 
on  a  cost  determination,  so  labor  hires,  it  is  held,  are 
finally  to  be  explained  in  conformity  with  the  same  cost 
analysis.    In  all  these  cases  the  supply  cost  is  held  to 
bear  on  the  market  rates  of  remimeration  solely  through 
the  effect  of  the  changing  cost  to  change  the  supply,  and 
thereby  to  change  the  price  terms  on  which  the  entire 
supply  can  find  renters  or  employers.    The  agricultural 
employers'  outlay  in  wages  is  limited  by  the  environ- 
ment's marginal  response  in  salable  returns.    Thus  the 
marginal  standard  of  living  reported  in  the  wage  is 
equated  against  the  marginal  price  returns  of  food  prod- 
uct, within  an  environment  of  diminishing  response  to 
productive  outlay  invested  in  human  labor.    The  stand- 
ard of  living  theory  of  wages  is  then  both  a  supply,  or  a 
cost  theory,  and  a  demand,  or  a  productivity  theoiy; 
the  cost  determining  the  supply  of  labor  reacts  to  fix 
the  product  of  it. 

But  there  are  certain  diflSculties : 

(1)  It  is  not  obvious  that  the  supply  of  men  comes 
about  in  ways  and  under  influences  similar  to  those  effec- 
tive for  wheat  or  horses  or  slaves  or  machines.  Child 
rearing  is  not  now  commonly  and  typically  entered  into 
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s  a  pecuniary  enterprise  —  if  indeed  it  anywhere  now 
3  or  ever  were  so.    It  is  imlikely  to  pay  from  any  pecu- 
dary  point  of  view.   And  even  did  it  pay,  the  returns 
lo  not  accrue  to  the  investor.    In  most  cases  the  par- 
nts  advance  the  costs  without  prospect  or  expectation 
>f  any  sometime  indemnity  in  price  return.    And  com- 
nonly  the  children  collect  their  wages  quit  of  any  pur- 
jose,  bond,  or  promise  of  indemnifying  the  parental  ad- 
vances.   Doubtless  in  some  countries  and  on  some  levels 
of  life  exceptions  are  to  be  foimd.    But  the  general  rule 
holds.    And  even  were  this  not  the  general  but  only  the 
exceptional  case,  the  difficulties  in  the  cost  determina- 
tion of  wages  would  be  logically  not  the  less  serious. 
The  truth  is,  that  on  the  side  neither  of  the  parents  nor 
of  the  children  can  the  psychology  or  the  methods  or  the 
computations  be  those  of  enterprise  or  of  business  or  of 
pecuniary  gain.    Even  less  than  marriage  can  the  rear- 
ing of  children  be  held  to  take  place  always  or  generally 
as  a  business  imdertaking  or  as  promising  or  affording 
justification  by  this  test.    No  cost  of  production  com- 
putatioUj  no  balancing  of  pecuniary  debits  against  ex- 
pected credits  of  indemnity  or  of  prospects  of  surplus  is 
^er  actual  or  hiunanly  credible.    The  essential  facts 
of  entrepreneurship,  of  private  initiative  for  private 
gain,  are  absent.    Even  could  the  thing  pay  —  as  pos- 
sibly sometimes  it  does  —  it  could  rarely  or  never  find 
its  actual  motivation  in  the  prospect  of  paying.    The 
pecuniary  calculus  does  not  apply  —  cost  of  production 
at  best  a  remote  analogy,  and  always  or  generally  a 
VDyth.    The  attractions  of  sex,  the  desire  for  children 
and  the  instinctive  iu*ge  of  the  reproductive  process  are 
not  business  items,  or  data  in  any  business  process  or 
gainful  enterprise.    If  slave  breeding  matured  only  free 
daves,  if  poultry  raising  afforded  only  birds  prompt  to 
fly  away  at  the  beginning  of  their  earning  period,  if 
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wheat  farming  matured  crops  solely  for  the  neighbor's 
granaries,  the  processes  involved  might  conceivably 
continue,  but  hardly  as  within  the  categories  of  busi- 
ness, of  cost  accoimting  and  of  cost  analysis,  or  as  af- 
fording results  substantially  similar.  Widow  Malloy, 
famous  in  song,  who  could  commend  her  daughter's 
aspiration  to  learn  to  swim  only  on  condition  that  she 
avoid  getting  wet,  was  toward  her  son  wise  and  sane  in 
economic  affairs  beyond  most  men  of  learning. 

IVe  sixteen  children,  Pat,  said  she 
Whom  God  unto  me  has  sent; 
But  children  ain't  like  pigs  you  know. 
And  I  cannot  pay  the  rent. 

(2)  Nor  is  it  quite  obvious  that  an  increase  in  the 
supply  of  labor  must  lower  the  wages  of  labor.  The 
analogies  from  consimiption  goods  —  hats  or  houses  or 
horses  —  is  not  convincing.  To  production  goods  the 
notion  of  faUing  prices  with  larger  suppUes  does  not 
safely  apply.  Even  with  consimiption  goods  it  is  valid 
only  for  those  particular  goods  that  are  increasing  dis- 
proportionately with  other  goods.  If  the  increase  in 
goods  is  general,  exchange  relations  need  not  be  dis- 
turbed by  supply  influences.  If,  also,  laborers  of  all 
the  different  sorts  were  increasing  in  supply  not  more 
rapidly  than  the  complementary  factors,  there  is  no 
reason  why  the  wage  of  any  kind  of  labor  should  either 
fall  or  rise.  Thus  the  assumption  of  a  general  fall  in 
wages  with  larger  suppUes  of  labor  rests  on  the  concur- 
rent assumption  that  there  is  an  increasing  relative 
scarcity  of  the  equipment  complementary  to  it  —  com- 
monly upon  the  assumption  of  increasingly  inadequate 
supplies  of  land  —  and  especially  and  particularly  of 
food-producing  lands,  inclusive  of  food-producing  waters. 
There  is  obviously  no  warrant  for  supposing  that  with 
increasing  munbers  of  men  the  aggregate  product  must 
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But  still  there  is  no  serious  warrant  for  the  belief  that 
standards  of  living  must  remain  firm  against  the  pres- 
sure of  the  reproductive  tendencies.    Only  when,  by 
definition,  the  standard  itself  connotes  those  things 
which  an  increasing  family  will  not  be  allowed  to  dis- 
place or  limit,  is  the  doctrine  beyond  attack.    Standards 
of  living  actually  do  fall,  as  under  other  conditions  they 
rise,  without  the  disappearance  of  the  race  or  the  partic- 
ular class  concerned.    The  birth  rate  may  modify  the 
standards  as  readily  as  the  standards  the  birth  rate.  And 
not  rarely  is  it  true  that  the  lower  the  standard  falls  the 
higher  may  the  birth  rate  rise  —  the  standard  lower  be- 
cause of  the  higher  birth  rate,  the  birth  rate  rising 
because  of  the  lower  standard  —  to  the  point  where  the 
rising  death  rate  sets  a  limit  to  the  further  increase  in 
numbers  or  to  the  further  fall  of  the  standard  —  thereby 
effectively  illustrating  the  occasional  validity  of  the 
forecasts  on  which  the  iron  law  —  duly  annotated,  as 
we  have  seen  —  may  occasionally  validly  rest. 

Not  rarely  also,  as  typically  with  (a)  what  are  called 
the  Anglo-Saxon  races,  (b)  under  a  competitive  organ- 
ization, (c)  in  the  temperate  zone,  (d)  at  this  particular 
stage  of  institutional  development,  tendencies  are  seem- 
ingly becoming  manifest,  that  are  seriously  disturbing 
both  to  the  pessimism  of  the  iron  law  doctrine  and  to  the 
optimism  of  the  standard  doctrine.  For  not  only  does 
a  higher  level  of  economic  well-being  commonly  fail  to 
stimulate  a  higher  birth  rate,  with  wages  relapsing  to  a 
new  equilibrium  between  poverty  and  death,  but  in- 
stead, a  higher  eflSciency  in  production  with  the  better 
wages  that  attend  it  appears  to  diminish  rather  than  to 
increase  the  births,  to  establish  in  turn  a  standard  of 
living  consenting  to  fewer  children  and  permissive  of 
still  wider  alternative  gratifications  —  to  the  point  of 
putting  in  question  whether  there  may  be  any  modern 
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the  economic  law  prohibiting  in  general  all  deaths  from 
starvation.    If  recurrently  hordes  of  people  die  in  India 
for  lack  of  food,  this  fact  should  rightly  argue  the  preva- 
lence of  bad  economic  doctrines  in  India.    So,  again, 
that  wages  are  low  in  Europe  has  been  explained  by  the 
low  standard  of  living  there  —  the  higher  wages  in 
America,  by  the  fact  that  we  in  America  have  come  into 
the  habit  of  consuming  more,  so  that  now  we  have  to 
have  it.    Thus,  again,  it  is  notorious  that  women  get 
lower  wages  than  men  because  the  women  can  live  on 
less,  or  need  less,  or  are  helped  out  by  home  supplemen- 
tation, or  have  their  theatre  tickets  furnished  them  by 
their  escorts.   And  thus  it  follows  that  if  the  Chinese  or 
the  Japs  get  into  America  they  will  spoil  our  wages  by 
their  low  standards  of  living. 

But,  however  these  things  may  be,  it  is  certain  that 
high  wages  and  high  standards  go  together.    As  to  the 
causal  connection  between  them,  it  suffices  for  the  doc- 
trine under  consideration,  as  proof  that  the  standards 
cause  the  wages,  to  recall  that  if  the  wages  are  not  forth- 
coming, the  laborers  will  protest,  get  discontented  or 
discourteous,  appeal  to  the  legislature,  or  strike  or  riot. 
Something,  it  is  clear,  will  have  to  give  way.    Land 
rents,  it  should  follow,  might  also  be  higher  if  the  land 
owners  possessed  equally  good  vocal  capacities  and  were 
disposed  to  use  them  in  the  proper  emphasis.    Slaves 
that  talk  menacingly,  and  on  occasion  rebel,  should  be 
expected  to  command  the  maximum  prices;  so  horses 
that  bite  and  kick  and  balk  if  they  are  not  properly  fed 
^hould  bring  especially  good  prices  and  be  especially 
U  fed.   The  necessary  thing  to  get  wages  up  is  merely 
isiae  them.    If  the  railroad  men  get  more,  other 
rers  will  feel  that  they  want  more,  and  in  this  way 
'  be  expected  to  get  more.    The  standard  of  living 
risir''  *  Oculars,  it  is  always  the  easier  to  get 
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it  and  the  inadequate  wages  higher  in  the  general. 
Clearly  enough,  each  employer  can  afford  to  pay  if  all 
the  others  have  to.    The  easy  secret  of  high  wages  is  in 
legislation,  if  the  laborers  themselves  are  unwisely  slow 
in  raising  their  standards  of  Uving  and  in  formulating 
the  demands  which  these  standards  will  justify  and 
enforce.    Either  method  of  starting  will  equally  well 
suffice  —  whether  by  the  wages  that  estabUsh  the  stand- 
ard or  by  the  standard  that  fixes  the  wages.    But  the 
best  point  at  which  to  initiate  the  program  is  with  the 
miTiimum  wage  —  thus  getting  the  wedge  in  at  the 
bottom  where  it  will  raise  everything.    And  indirectly, 
of  course,  imder  the  rising  general  standards  of  well- 
being  and  of  imperative  requirement,  the  profits  of 
employers  wiD  also  feel  the  uplift ;  interest  will  rise  with 
the  better  recognized  necessities  of  the  creditor  class; 
and  finally  also,  the  landlords,  needing  more  income, 
can  reasonably  look  for  higher  rents.  Stupid  was  it  that 
a  practical  application  of  this  principle  had  to  wait 
for  80  many  decades  after  classical  authority  had  an- 
nounced it.i 

*  **  There  is  one  point  with  respect  to  which  economic  science,  in  spite  of  much 
nciDstion  and  many  misconceptions,  has  in  the  main  been  fairly  consistent  from  the 
*ttly  dasrs  of  scientific  writing  down  to  the  present.  This  is  the  principle  that  the  rate 
^^vifBs  rests  on  the  traditional  standard  of  living  proper  to  the  persons  concerned. . . . 
AiHiiiee  .  .  .  consists  simply  in  a  recognition  of  the  fact  that  the  natural  price  is 
"HMured  by  a  moral  standard."  Gustav  Cohn,  Science  of  Finance,  Veblen's  translation, 
Pi  250. 

**  The  di£Ferenoe  between  the  advance  of  relative  wages  in  the  two  sections  of  the 
Xirtli  was  in  large  measure  due  to  the  unlike  changes  in  relative  cost  of  living.  .  .  .  Our 
IMMnl  hypothesis  is  that  the  rise  of  wages  was  due  chiefly  to  the  increased  cost  of  living. 
•  • .  On  the  average,  a  single  man  is  better  ofiF .  .  .  on  a  wage  of,  say,  75  cents  a  day 
tliB  a  man  of  family  on  a  wage  of,  say,  $1.25  a  day.  If  this  be  so',  there  is  the  same 
rfay  men  in  the  first  of  our  groups  should  receive  a  less  average  increase  in  money 
.  .  .  Similar  considerations  explain  why  on  the  whole  the  wages  of  women  in- 
less  than  the  wages  of  men."  Wesley  Clair  MitcheU,  History  of  the  Green- 
Ucia,  pp.  906--347,  passim.  The  argument  is  that  since  wages  and  expenditure  go  along 
tBgeAber,  the  expenditure  determines  the  wages. 

**  like  degree  in  which  women  workers  may  be  receiving  assistance  from  their  families 
V  other  sources  is  a  very  important  factor  in  the  industrial  world,  for  to  the  extent  that 
■ah  wuikeis  are  having  their  regular  wage  supjdemented  by  outside  assistance,  they 
■•  able  to  offer  their  services  in  the  labor  market  at  lower  rates  than  are  workers  en- 
tiraly  dependent  on  their  own  resources.    The  most  frequent  example  of  this  sort  of 
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A  somewhat  similar  tracing  of  the  lines  of  causation 
underlay  the  wage  fund  theory  of  the  forces  iBxing  the 
remunerations  of  labor.  Always  the  total  of  the  wages 
received  by  laborers  is  precisely  as  large  as  the  capital 
funds  destined  to  their  employment.  Wages,  therefore, 
are  expected  to  rise  with  the  more  abundant  capital  of 
the  employers,  if  only  at  the  same  time  the  laborers 
themselves  do  not  improvidently  multiply.  If  the  em- 
plojdng  classes  have  larger  capitals,  they  can,  and  in 
wise  policy  they  will,  apportion  a  correspondingly  larger 
fund  to  the  payment  of  wages.  Thus  the  welfare  of 
labor  is  held  to  depend  primarily  on  the  growth  of  those 
capital  funds  in  society  by  which  the  laborers  may  be 
employed,  and,  secondarily,  on  the  restriction  of  the 
numbers  of  the  laborers,  through  less  rapid  multiplica- 
tion or  through  immigration. 

In  fact,  obviously,  this  wage  fund  doctrine  made 
large  account  of  population  tendencies  and  thus  afforded 
further  support  to  the  Malthusian  tradition.  It  is  sus- 
ceptible, doubtless,  of  being  interpreted  not  so  much  as 
an  account  of  casual  sequences  as  merely  of  necessary 
mathematical  relations;  what  the  average  laborer  can 
be  paid  reports  the  total  of  wages  divided  by  the  num- 
ber of  laborers  —  the  fund  to  be  paid  out  in  wages  pre- 
cisely equal  to  the  funds  received  as  wages.  Likewise, 
a  generous  reading  of  certain  later  wage  doctrines  into 
a  formulation  really  innocent  of  any  implications  of  the 
sort,  might  serve  to  interpret  the  wage  fund  theory  into 
some  one  or  another  form  of  the  productivity  theory. 
Why  was  the  wage  fund  thus  generous  or  thus  grievously 

subsidized  labor  is  that  of  girls  living  at  home  and  receiving  board  and  lod^^ng  free  or  ftt 
nominal  rates.  .  .  .  Many  parasitic  industries  and  trades  have  been  able  to  live  and 
even  to  achieve  much  prosperity  on  the  subsidies  contributed  by  working  women.  .  •  • 
Industries  or  occupations,  if  such  there  be,  which  cannot  live  except  on  the  suboidiM 
from  family  incomes  contributed  by  exploited  women  and  child  workers,  ought  to  die  ^ 
the  sooner  the  better,  for  the  nation  and  the  world  at  large."  Monthly  Review  o(  tltf 
Bureau  of  Labor  Statistics,  January,  1918,  pp.  5,  7. 
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capital  hires  equally  with  labor  hires  —  all  his  expenses 
of  production  paid  out  of  capital,  whether  his  own  or 
borrowed.  To  set  up  an  employer  is  not  to  determine 
the  wages  he  pays  by  the  capital  he  owns  or  can  borrow, 
whether  this  capital  exist  in  the  form  of  funds  or  of 
machines  or  of  land. 

That  labor  is  subsisted  by  capital  may  be  tentatively 
admitted,  without  the  implication  that  it  is  by  the  capi- 
tal of  the  employer;  perhaps  it  is  by  the  laborer's  own 
capital.    Lawyers  and  doctors  also  must  often  wait  long 
for  their  fees  —  sometimes  without  term.     Laborers 
may  or  may  not  be  paid  in  advance  of  the  marketing  of 
their  products.    But  certain  it  is  that  conunonly  they 
are  paid  appreciably  later  than  the  services  were  ren- 
dered.   And,  in  any  case,  if  the  subsistence  goods  are 
the  capital  under  analysis,  the  employer  is  rarely  pos- 
sessed of  any  of  these  goods  of  subsistence ;  instead  it  is 
the  merchant  that  makes  the  advances,  as  is  sufficiently 
indicated  by  the  number  of  his  poor  accounts  to  go  to 
swell  the  bills  against  those  customers  from  whom  he 
does  actually  succeed  in  collecting.    If  the  laborer  is  to 
live,  he,  doubtless,  like  all  others  who  Uve,  must  Uve  on 
the  comestibles  and  in  the  houses  and  on  the  lands  that 
are  in  existence.    But  even  tho  these  be  not  his  own, 
there  is  no  evidence  that  they  are  the  capitalist's  or 
that  the  rate  of  wages  reports  the  current  supplies  of 
comestibles,  or  is  determined  by  the  volume  of  them.  If 
it  be  urged  that  the  laborer's  paying  power  is,  after  all, 
traceable  back  to  his  employer,  it  is  likewise  equally  to 
be  asserted  that  the  employer's  paying  power  traces 
back  in  turn  to  the  intermediate  man  who  handles  his 
goods,  and  finally,  therefore,  to  the  consumer  of  his 
products  —  namely,  often,  to  the  laborer. 

There  is  doubtless  more  of  truth  in  the  view  that  the 
laborer's  earning  power  and  his  derivative  wages  are, 
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his  own  equipment  —  there  is  always  the  question  of 
how  much,  if  any,  of  the  larger  aggregate  result  will  go 
to  him,  as  over  against  the  better  equipment  that  made 
the  larger  result  possible.    The  view  has  long  been  wide- 
spread among  wage  earners,  that  the  machine  owners 
absorb  in  rents  or  profits  or  interest  all  of  the  larger 
product  due  to  the  machines,  at  the  same  time  with 
depriving  many  laborers  of  any  employment  at  alL 
That  such  is  not  the  fact  —  assmning  that  it  is  not  — 
could  obviously  be  established  only  through  a  distribu- 
tive analysis.    But  it  is  evident  that  the  doctrine  that 
each  factor  receives  whatever  it  contributes  can  deny 
the  exploitation  of  labor  only  on  terms  of  denying  also 
any  distributive  advantage  to  it  —  the  presence  or  the 
absence  of  the  equipment  being  irrelevant  to  the  wage. 

No  account  of  the  logical  relations  among  the  various 
wage  theories  can  find  a  ready  place  for  the  labor-pain 
notion  of  wage  determination.  But  interpreted  either 
in  the  Crusoe  or  in  the  coUectivist  emphasis  it  makes  a 
fairly  cogent  appeal.  The  independent  worker  finds  his 
limit  of  productive  effort  at  the  point  of  equality  be- 
tween returns  and  sacrifices.  Being  equal  magnitudes, 
either  marginal  utility  or  marginal  cost  might  equally 
well  be  urged  as  the  common  denominator  of  products. 
So,  under  competitive  wage  relations,  each  laborer,  free 
at  any  instant  to  work  or  to  refrain  from  working,  would 
find  his  own  particular  point  of  equaUty  between  the 
remuneration  for  his  labor  and  his  protest  against  labor. 
Here,  as  always  and  everywhere,  the  marginal  relation 
is  one  of  equality  between  inducement  and  resistance. 
But  in  its  very  nature  it  is  a  ratio  between  quantities 
rather  than  itself  a  quantity.  Even  any  one  laborer, 
varying  at  different  times  in  the  intensity  of  his  desire 
for  goods  and  in  the  health  or  strength  or  vigor  to 
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or  surplus  value  theory,  the  logic  of  the  competitive 
process  assumes  a  point  of  marginal  adjustment  at 
which  the  receipts  of  enterprise  are  at  an  equality  with 
the  outlays  or  costs  —  demand  equating  against  supply. 
The  way  is  thus  clear  for  an  examination  of  the  theories 
of  a  more  modem  tenor. 

It  is,  in  truth,  no  simple  task  to  discuss  the  produc- 
tivity theory  of  wages,  precisely  because  there  is  no  one 
productivity  theory,  but  only  a  group  of  more  or  less 
closely  interrelated  theories.  It  is  safe  to  say  that  prac- 
tically all  non-revolutionary  economists  of  the  present 
time  hold  some  one  or  other  form  or  forms  of  it  — 
each  economist  at  least  one  and  not  rarely  several  — 
each  theory  so  held  being  variously  articulated  with  one 
or  more  other  theories  —  subsistence,  standard  or  wage 
fund  —  and  possibly  with  more  than  one  variety  of 
each  of  these  others.  There  is,  in  fact,  no  difficulty  in 
holding  the  subsistence  theory  or  the  standard  theory, 
at  the  same  time  with  some  one  or  another  productivity 
theory.  The  difficulty  is  really  just  the  other  way 
about.  The  earlier  theories  appealed  in  substance  to  an 
implicit  productivity  analysis,  naively  held  doubtless, 
and  without  distributive  emphasis  or  supplementation. 
Almost  as  much,  tho  perhaps  not  quite  so  securely, 
might  be  said  of  the  wage  fund  theory  in  such  of  its 
aspects  or  subdivisions  as,  being  more  than  mathe- 
matical truisms,  piuported  to  have  analysis  of  any 
sort  behind  them. 

Otherwise  than  in  connection  with  some  implicit 
ethical  or  apologetic  emphasis  it  is  probable  that  no 
socialist  need  —  no  matter  what  socialists  actually  do 
—  be  any  the  less  a  socialist  because  of  his  adherence 
to  a  consistent  productivity  doctrine.  So  equally  of  the 
smgle  taxer.    The  condemnation  of  private  property  in  ■ 
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It  is  no  doubt  true  that  the  socialist  rarely  or  never 
thus  presents  his  case.  Commonly,  indeed,  he  holds  a 
wage  theory  fundamentally  inconsistent  with  the  pro- 
ductivity theory  in  any  one  of  its  forms  —  a  theory  yet 
to  be  considered  with  the  utmost  care. 

But  the  view  is  that  the  distributive  processes  of  com- 
petition are  fair  and  salutary  in  the  precise  degree  that 
they  approach  the  completely  competitive  norm  — 
involve  no  monopoly,  eliminate  friction,  take  place 
under  an  open,  intelligent,  watchful  bargaining,  are 
competitive  to  the  utmost  implicit  competitive  logic  — 
that  such  a  perfect  competition  is  so  far  a  perfect  ethics 
as  to  discredit  by  ethical  tests  any  system  or  process 
arriving  at  other  distributive  results  —  such  a  view  in- 
volves the  assumption  that  income  competitively  gained 
is  not  merely  derivative  from  social  service  but  tends  to 
be  approximately  commensurate  with  social  service  — 
that  all  gain  reports  and  represents  not  merely  additions 
to  aggregate  product  but  contributions  to  a  socially 
beneficent  product  and  a  remuneration  commensurate 
with  the  social  service  attending  the  product.  All  gain 
is,  therefore,  ethically  righteous,  self-warranting,  and 
justified,  in  the  degree  that  it  is  achieved  in  harmony 
with  the  competitive  process. 

There  is,  obviously,  not  now  the  space,  as,  it  may  be 
hoped,  there  is  not  now  the  need,  to  go  far  in  examina- 
tion of  the  ethical  aspects  of  the  distributive  process  in 
any  competitive  order,  perfect  or  other.  I  have  else- 
where suflSciently  insisted  that,  if  either  validity  or 
intelligibility  is  to  be  ascribed  to  the  productivity 
theory,  it  can  be  solely  through  interpreting  product  \o 
mean  merely  gain  —  returns,  Ertrag,  proceeds.  The 
distinction  between  industry  and  business  is  sufficiently 
obvious.    And  if  ever  the  lack  of  necessary  coincidence 
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ing  capacity  in  institutional  and  ethical  aspects,  so  too 
much  may  be  demanded  or  asserted  for  it  in  point  of 
precision.    The  fact  that  it  is  a  theory  of  distribution  — 
that  the  distributive  processes  are  the  veiy  subject 
matter  of  it  —  should  have  stamped  as  hopeless  any 
attempt  to  isolate  precisely  the  separate  price  product 
of  any  factor  that,  never  functioning  separately,  has 
no  separate  product,  or  to  establish  the  precise  equiva- 
lence of  the  hire  with  the  contribution  toward  an  indus- 
trial product  jointly  produced  by  several  factors.    Even 
if  any  entrepreneur  could  for  his  own  purposes  isolate 
and  make  precise  the  separate  significance  of  any  of  the 
cooperating  factors,  there  is  nothing  to  indicate  that 
the  payment  imposed  upon  him  is  this  full  and  precise 
equivalent.    And  —  still  assuming  this  ability  on  his 
part  —  each  employer  must  arrive  at  a  different  ap- 
praisal.   Actually  no  one  of  them  could  arrive  at  any  — 
or  would  have  any  need  to  —  in  any  other  sense  than 
that  of  determining  what  reduction  in  price  results  for 
him  the  lack  of  any  item  would  carry  with  it,  what  he 
could,  if  he  must,  at  the  outside  pay  rather  than  go 
without  it  —  which  is  not  at  all  the  same  thing  as  to 
determine  what  it  produces.     What  accrues  with  its 
presence  is  partly  the  expression  of  the  greater  signifi- 
cance of  the  other  factors  functioning  together  with  it. 
What  is  lost  by  its  subtraction  is  the  breaking  up  of  the 
group,  and  is  thus  a  subtraction  from  the  significance 
of  each  of  the  different  members  of  the  group,  to  the 
extent  that  the  significance  of  each  individual  member 
is  reflected  to  it  by  the  group  relation.     Some  part 
of  the  significance  of  the  subtracted  member  is  itself 
dependent  upon  the  group  relation.    The  loss  attending 
the  breaking-up  of  the  group  attaches  to  the  subtracted 
member  equally  with  the  other  members.    All  were  in 
the  group  —  were  brought  in  and  should  remain  in  — 
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because  in  the  interests  of  the  maxiTnum  result  it  is  not 
well  that  they  be  separated. 

If  this  point  should  be  still  not  altogether  clear,  test 
it  by  recurring  to  the  rent  and  wages  relations  in  the 
cultivation  of  land.  The  application  of  more  and  more 
labor  expense  to  land  brings  about  a  larger  gross  return 
—  increased  money  outlays  for  labor  bringing  an  in- 
creased money  return  from  the  property.  But,  in  the 
competitive  distribution  of  the  new  aggr^ate  of  money 
product,  the  rent  share  is  an  increasing  quantity;  which 
is  merely  to  say  that  there  is  now  allotted  to  land  rent 
some  part  of  the  increment  of  product  casually  due  to 
the  appUcation  of  more  labor.  To  assert  that  the  land 
produces  more,  now  that  it  gets  more,  is  to  say  that 
because  the  land  gets  part  of  what  the  laborer  added,  it 
was  the  land  that  added  it.  That  the  land  gets  more  is 
merely  a  corollary  from  the  familiar  distributive  law 
that,  with  any  change  to  the  proportion  of  the  cooperat- 
ing factors,  it  is  the  factor  that  is  becoming  relatively 
scarce  that  gets  the  relative  advantage  in  the  new  dis- 
tributive allotment  of  the  new  price  product.  If,  for 
eiample,  one  hundred  imits  of  labor  appUed  to  free  land 
achieved  one  hundred  dollars  worth  of  product  and 
entirely  absorbed  in  wages  this  one  hundred  of  dollar 
units  —  a  per  capita  wage  of  one  dollar  —  a  doubling 
population,  working  under  conditions  of  diminishing 
letum,  will  achieve  results,  we  will  say,  of  one  hundred 
and  eighty  dollars  —  a  per  capita  product  of  ninety 
cents.  But  this  is  not  at  all  to  infer  that  the  wages  will 
Wl  merely  from  one  dollar  to  ninety  cents.  Land  rents 
emerge.  If  the  rent  is  thirty,  there  must  remain  only  a 
total  of  one  hundred  and  sixty  to  be  divided  among  two 
hundred  labor  imits  —  the  wage  not  ninety  cents  but 
eighty.  The  increase  of  ninety  of  product,  casually  due 
to  an  increased  supply  of  the  labor  factor,  is  distributed 
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to  the  extent  of  only  two  thirds  of  it  to  the  factor  achiev- 
ing it;  one  third  of  it  is  allotted  in  the  distributive 
process  to  the  advantage  of  the  land  factor.  The  wage 
share  therefore  snflfers  in  two  aspects  —  first,  a  smaller 
sum  per  capita  to  be  divided ;  second,  a  smaller  frac- 
tion of  what  there  is  to  be  divided.  No  distributive 
problem  admits  of  a  correct  solution  by  asking  what 
increase  in  the  amount  to  be  distributed  is  casually 
attributable  to  any  changing  factor.  Always  there 
must  be  the  further  step  of  taking  account  of  the  chang- 
ing ratios  in  the  distribution.  And  this  is  merely  to 
say  that  distributive  doctrine  must  finally  always  be 
distributive. 

It  remains  merely  to  note  a  curious  case  of  mixture 
or  confusion  of  two  wage  theories  which  taken  separ- 
ately have  certain  potencies  of  service  —  essentially  a 
misjoinder  of  two  doctrines,  each  good  within  limits 
when  taken  separately,  but  which,  when  together, 
result  in  either  a  futile  neutrality  or  a  menacing  new 
compound.  The  standard  of  living  wherever  it  works 
out,  as  occasionly  it  does,  through  a  restricted  birth 
rate  into  a  limitation  of  population  has,  as  we  have  seen, 
some  inevitable  bearing  on  wages  —  a  productivity 
analysis,  albeit  implicit  and  imrecognized.  The  view 
under  criticism,  however,  ascribes  to  the  standard  of 
living  the  r6Ie  of  fixing  the  supply  of  labor,  and  to  the 
productivity  of  labor  the  r61e  of  fixing  the  demand.* 
But  if  the  supply  of  labor  has  itself  no  bearing  but  to 
afifect  the  productivity,  the  doctrine  in  question  appears 
to  lack  something  in  its  logic. 

The  same  lack,  but  in  the  inverse  direction,  infects  the 
socialist,  the  surplus  value  theory  of  wages.    Borrowed 

>  Sec,  for  example,  Profeasor  T.  N.  Carver  in  the  March,  1905.  Journal  of  Poftkrf 
Economy.  toI.  xiii,  p.  26S. 
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"om  classical  thinking,  it  is  purely  a  supply  doctrine 
f  wage  fixation,  wanting  entirely,  however,  any  final 
ppeal  to  the  marginal  productivity  influences  implicit 
1  the  original  doctrine.  There  can  be,  it  is  clear,  no 
zploitation  of  labor,  no  surplus  value,  excepting  on  the 
fisumption  that  the  product  furnishes  to  the  entre- 
ffeneur  —  or  to  the  capitalist,  as  the  Marxian  puts  it  — 
i  value  product  in  excess  of  the  labor  hire  at  the  sub- 
astence  level.  The  subsistence  costs  estabUsh  a  wage  for 
labor,  so  the  doctrine  runs,  indefinitely  widely  divergent 
from  the  price  product  that  the  labor  affords.  Thus 
all  the  significance  of  improving  technique  is  absorbed 
in  interest  or  profits.  But  none  the  less  the  doctrine 
retains  the  Malthusian  emphasis;  it  is  still  a  population 
doctrine.  The  larger  supply  of  laborers  depresses  the 
wages,  not  by  lowering  the  margin  of  cultivation  of 
land  or  the  marginal  per  capita  product  in  industry  any- 
wbere,  or  by  the  more  plentiful  supply  of  labor  relative 
to  capital  goods  and  the  attendant  unfavorable  dis- 
tribution of  wages,  but  only  through  the  constant  pres- 
sure of  famished  hordes  of  laborers  bidding  down  wages 
to  find  employment.  It  is  solely  the  hungry  competi- 
tion of  these  out-of-works  that  affords  capital  its  lever- 
age of  exploitation.  If  the  laborer  with  a  job  demurs 
^  his  subsistence  wage,  there  are  always  out-of-works 
to  take  his  place  —  labor  tmnover  and  employer  gain 
going  together.  The  enormous  gains  that  are  accruing 
to  employers  fail  somehow  to  evoke  a  competition  effec- 
tive to  eliminate  these  gains.  Lands  and  machines,  it  is 
Wd,  receive  remunerations  competitively  fixed;  but 
^th  labor  and  wages  there  is  only  the  competition  of 
hd  units  of  supply  against  one  another.  With  horses 
ind  mules,  the  hires  report  an  equilibrium  between  mar- 
pnal  costs  of  production,  fixing  supplies,  and  the  mar- 
ginal productivity,  as  manifested  under  the  conditions 
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of  the  actual  supply.  But  with  labor  it  is  not  so ;  mar- 
ginal cost  and  marginal  product  do  not  equate.  Hence 
the  wage  system  is  an  institutional  exploitation.  The 
supply  aspect  of  the  facts  is  alone  taken  into  account. 
There  is  no  appeal  to  productivity;  nor  is  any  distrib- 
utive analysis  attempted. 

It  is  perhaps  sufficiently  clear  that  I  have  no  quarrel 
with  the  productivity  theory  either  for  wages  or  for  the 
entire  distributive  process,  as  a  large  and  general  ac- 
count of  the  competitive  facts,  if  only  productivity  is 
interpreted  in  the  sense  of  proceeds^  if  all  ethical  impli- 
cations and  inferences  are  eliminated,  all  institutional 
justifications  avoided,  and  all  inherent  and  specific 
productivities  disavowed.  There  is  no  better  reason  for 
regarding  the  wage  of  any  item  of  labor  or  the  hire  of 
any  instrument  as  the  precise  expression  of  its  efficiency 
for  purposes  of  gain  in  enterprise  than  there  is  for  re- 
garding the  price  of  a  pound  of  tobacco  as  the  precise 
report  of  its  desiredness  or  aroma  or  nutritive  quality 
or  of  its  aesthetic  or  ethical  worth. 

But  when  once  these  limitations  or  corrections  of  the 
productivity  doctrine  are  recognized  and  the  attendant 
restatements  accepted,  the  way  is  cleared  for  certtdn 
important  applications  of  the  productivity  doctrine  to 
questions  of  general  welfare,  and  particularly  to  the 
wage  problem.  The  time  has  arrived,  as  I  believe,  for 
a  fundamental  restatement  of  the  problems  of  low  wages 
and  of  poverty.  I  take  it  to  be  an  entire  misconception 
to  believe  that  much  can  be  achieved  for  the  laboring 
classes  through  inducing  or  imposing  larger  wage  out- 
lays on  the  part  of  the  employer.  No  important  or  gen- 
eral increases  of  wages  are  possible — the  wrongs  to  labor 
in  no  considerable  degree  being  with  the  employers. 
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the  disinherited  classes  always  greatly  suffer.    And  it  is 
true  also  that  under  right  methods  of  collecting  govern- 
ment revenues  there  need  ordinarily  be  no  taxation  at 
all,  if  only  the  enjoyment  of  special  privil^e  —  inclu- 
sive of  the  privilege  of  overcharge  in  one  way  or  another 
—  were  outlawed.    Far  better  than  the  taxes  that  make 
the  rents  higher  would  be  the  taxes  on  the  lots.    The 
tenant  pays  tribute  also  to  the  steel  trust,  to  the  timber 
owners,  to  the  lumber  dealers,  the  glass  trust,  the  bath 
tub  trust,  all  in  the  form  of  house  rent;  pays  tribute  to 
the  mine  owner  for  the  coal  on  the  mine  sidetrack;  and 
further  tribute  to  the  franchise  owner  in  order  to  get  the 
coal  carried ;  pays  by  tariff  more  for  his  clothes,  in  order 
that  the  manufacturer  may  have  a  privilege;  pays  other 
tribute  if  he  travels;  still  other  when  he  dies  —  to  the 
coffin  trust  and  to  the  real  estate  speculator  who  owns 
the  cemetery  —  finds,  indeed  that  between  the  exac- 
tions incidental  to  getting  into  the  world  and  the  other 
exactions  imposed  on  getting  out,  he  must  take  no  risks 
of  having  children ;  is  robbed  by  all  sorts  of  other  plun- 
der plans  in  ways  which  the  law  does  not  sanction ;  and 
still  finds  that  by  the  expense  of  litigation  which  the 
law  does  sanction  if  he  seeks  a  remedy,  it  has  practically 
denied  the  remedy,  and  that  thus  an  automatic  safety 
is  guaranteed  to  numberless  other  plunder  plans.   The 
profits  of  the  steel  trust  this  year  are  running  at  the  rate 
of  twenty  to  thirty  dollars  per  family  —  one  among  the 
hosts  of  trusts  —  an  annual  gain  approximately  double 
the  original  value  of  the  steel  corporation  investment. 
The  cities  are  not  rare  in  which  the  streets  are  lighted 
for  the  business  men  out  of  the  taxes  paid  by  consumers 
in  higher  rates.    Low  taxes  on  business  property  multi- 
ply the  investment  in  palatial  business  buildings  on 
which  the  consumers  of  goods  are  siunmoned  to  pay  the 
rents  accompanjdng  the  competitive  struggle  for  patron- 
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But  there  is  obviously  danger  here  of  mixing  things. 
The  wastes  of  competitive  merchandising  are  not  rightly 
ranked  with  monopoly,  bad  legal  systems,  blue  sky 
juggleries,  unearned  increments,  the  traffic  in  nostrums, 
unequal  taxation,  private  property  m  privilege.  The 
sole  principle  of  imity  is  in  the  conmion  bearing  on  the 
purchasing  power  of  wages.  Nor  to  certain  of  these  in- 
fluences is  it  safe  to  deny  all  bearing  on  the  amount  of 
the  money  wages  received. 

In  any  case,  merchandising  and  salesmanship  rank 
quite  clearly  among  the  many  forces  to  explain  why  the 
wages,  once  they  are  received,  buy  so  little,  as  also  to 
contribute  to  the  explanation  of  why  they  are  so  Uttle. 
Illustratively,  therefore,  salesmanship  is  especially  to 
the  immediate  pmpose.    Space  fails  for  even  an  ade- 
quate catalogue  of  the  various  items  of  charge  to  be 
included  in  the  prices  paid  by  consumers  —  costs  of 
making  the  goods  more  attractive  than  those  of  one's 
competitor,  or  more  conveniently  available,  or  better 
known,  or  better  acclaimed  in  quality,  or  more  appeal- 
ingly  presented,  or  of  stricter  vogue  —  rents  of  business 
locations,  expenses  of  furnishings  and  fittings,  attend- 
ance,   delivery,    newspaper   advertising,    bill   boards, 
electric  displays,  packing,  wrapping,  cartons,   labels, 
ribbons,  rest  rooms,  restaurants,  concerts,  subscriptions 
to  pubUc  undertakings  of  entertainment  or  charity, 
sales  forces,  solicitors,  traveling  salesmen,  demonstra- 
tors, insiu-ance,  taxes,  light,  heat,  storage  — charges 
without  end,  some  of  them  doubtless  inevitable,  and 
not  a  few  of  them  connoting  important  services.    It  is 
their  summed-up  cost  that  is  appalling.   And  still  more 
appalling  is  the  lack  of  any  theoretical  limit  to  their 
increase.    So  long,  indeed,  as  the  producer  or  the  me^ 
chandiser  finds  it  possible  to  sell  indefinitely  more  goods 

•  higji  prices  than  at  low,  providing  that  with  the  in- 
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tiofi  ^xisiti^  betw€«i  indastrj  and  bosness  or  between 
mechanic  and  ^jft^mf^.   He  pays  k^  eidier  according 
as  he  must  m  achievinc  his  purposes  of  gain.    Thus 
it  comes  about  that  merchandisng  and  salesoumshq), 
act  particular  items  in  the  general  compedtiTe  pvocess, 
afford  an  ^ective  illustration  of  a  wide  range  of  fostes 
and  influences  bearing  in  the  actual  competitive  proc- 
ess either  to  limit  the  fund  of  prodoets  oat  id  which 
labovefs  in  giNieral  can  be  paid  or.  in  additioiu  to  di- 
mmish their  rdative  shares  out   ci  this  aggregate 
ivodnet. 
Iff  then,  more  and  more  in  business  policy,  the  sales 
tends   to  oviKshadow  and    to  di^jlace  the 
process  —  the  selling  activity  to  acquire 
as  against   industrial  activity,   business 
flowing  into  saksmandbip  rather  than  into 
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displace  the  mechanical  and  industrial  processes.  Not 
more  mechanical  and  artisan  labor  is  applied  because  of 
marketing  acti^dties,  but  less. 

In  the  aggregate,  therefore,  all  gainful  ways  of  em- 
ploying labor  that  are  not  also  socially  productive  are 
waste  and  nothing  more;    the  social  dividend  suffers 
with  no  diminution  in  the  niunber  of  claimants  against 
it.    But  in  the  competitive  process  the  distribution  of 
the  diminished  product  is  also  modified.    The  increased 
emphasis  for  gain-getting  purposes  on  the  activities 
displacing  mechanical  and  industrial  labor,  redistributes 
the  total  share  to  be  allotted  to  the  labor  factor  to  the 
marked  disadvantage  of  artisan  wages.    There  is,  that 
is  to  say,  a  distributive  change  in  the  relative  shares 
allotted  to  the  different  grades  and  varieties  of  labor,  a 
redistribution  within  the  labor  group.   As  the  substitute 
and  competing  laborers  get  more,  the  artisans  and 
mechanics  get  less.    Not  merely  do  these  last  share  in 
the  loss  attending  a  diminished  social  income  of  concrete 
things,  but  also  they  are  subjected  to  a  disproportionate 
share  of  the  loss.    They  are  the  chief  sufferers  through 
the  entire  process  —  the  distributary  legatees  of  the 
cumulative  deficit. 

All  this  is  not  so  much  a  novelty  in  distributive  theory 
as,  in  the  main,  merely  a  neglected  application  of  prin- 
ciples long  established.  Where  certain  of  the  factors  in 
a  joint  process  are  becoming  more  expensive  the  others 
suffer.  Those  becoming  relatively  plenty  become  also 
relatively  cheap.  But  it  has  not  been  quite  clearly 
recognized  that  in  the  processes  of  competitive  rivalry, 
and  by  the  standards  of  these  processes,  there  are  other 
than  mechanical  and  industrial  factors.  There  are  busi- 
ness factors,  equally  productive  by  the  test  of  gain* 
Advertising,  for  example,  is  such  a  factor.  Salesman- 
ship in  the  large  is  a  group  of  such  factors. 


THE  TAXATION  OF  LUXURIES  AND 
THE  RATE  OF  INTEREST 

SUMMARY 

I.  Luxury  defined  as  consumption  which  does  not  increase  capadty 
for  labor,  298.  —  Superfluities  include  consumption  necessary  for  busi- 
ness connection,  300.  —  Short  and  long  periods,  301.  —  Capacity  for 
labor  varies  with  consumption  of  necessaries,  301.  —  Classification  of 
commodities,  302.  —  II.  Demand  for  necessaries  inelastic  because  (a) 
their  consumption  benefits  both  present  and  future,  304.  —  (6)  Cs^jae* 
ity  for  labor  is  limited,  306.  —  A  tax  on  luxuries  would  divert  labor  to 
production  of  capital,  also  lessening  demand,  307.  —  Labor  would 
become  more  productive  and  real  wages  would  rise,  308.  —  Wealth 
would  be  increased,  309;  and  transferred  to  people  whose  effective 
desire  of  accumulation  is  strong,  310.  —  III.  Possible  decrease  in 
quantity  of  labor  expended,  314.  —  Self-development  not  labor,  315.  — 
Leisure,  defined  as  time  not  devoted  to  labor,  is  either  necessary  or 
superfluous,  316.  —  Annual  product  varies  inversely  with  superfluoui 
leisure  enjoyed,  and  might  be  either  decreased  or  increased,  318." 
Bise  of  wages  might  check  fall  of  interest;  convergence  of  altruism  and 
foresight,  319. 


The  proposition  that  "  a  tax  for  purposes  of  revenue 
should  have  the  least  possible  prohibitive  effect"* 
seems  fundamental  to  the  system  of  laissez-faire,  and 
has  been  accepted,  expressly  or  tacitly,  even  by  writers 
who  in  general  regard  that  doctrine  with  disfavor.  But 
such  a  proposition  cannot  be  established  unless  not 
only  some  but  all  of  the  repressive  effects  which  taxes 
may  have  are  examined,  and  found  on  the  whole  to  be 
undesirable.  It  cannot  therefore  be  a  bar  to  the  con- 
sideration of  a  tax  on  luxuries.    In  the  present  essay  an 

^  E.  A.  RoB8,  "  A  New  Canon  of  Taxation,"  Political  Science  Quarterly,  DeoembVi 
1892.  p.  579. 
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siders  suitable  to  one  in  B's  position.  And  A's  ideas  on 
that  head  are  chiefly  determined  by  what  is  consumed 
by  others  in  circiunstances  similar  to  those  of  B.  Thus, 
to  attain  his  maximum  productiveness,  B  must  make 
his  consumption  conform  to  a  piu^ly  arbitrary  standard, 
and  all  expenditure  within  those  limits  is,  from  his 
individual  point  of  view,  in  the  strictest  sense  necessary. 

The  point  of  view  of  the  private  individual,  however, 
must  be  distinguished  from  that  of  society  as  a  whole. 
From  the  latter  standpoint,  it  appears  that  part  of 
every  man's  consumption  is  necessary  in  order  that  he 
may  develop  his  productive  powers  as  they  are  affected 
by  his  physical,  mental,  and  moral  qualities;  and  part 
is  necessary  merely  because  other  people  are  accus- 
tomed to  indulge  in  such  expenditure.    The  latter  part 
of  consumption  might  be  called  relatively,  or,  if  I  might 
venture  to  adopt  Dr.  Marshall's  term,  conventionally 
necessary.^    From  the  social  standpoint,  however,  such 
consumption  is  not  necessary,  but  is  purely  a  luxury, 
inasmuch  as  it  does  not,  in  itself,  increase  capacity  for 
labor.    The  term  superfluity  might  be  used  to  denote 
consumption  covered  by  the  above  definition  of  luxury 
from  the  social  point  of  view,  including  both  what  an 
individual  would  regard  as  luxury,  and  that  which  is 
relatively  necessary.    This  terminology  would  appear 
conformable  both  to  economic  authority  ^  and  to  general 
usage. 

The  term  superfluity,  then,  is  more  comprehensive 
than  the  term  luxury.  The  distinction  between  them, 
however,  is  not  only  vague  and  hard  to  draw,  but  is  con- 
stantly changing.  It  is  often  said  that  the  luxuries  of 
one  generation  become  the  necessaries  —  that  is,  '*  con- 

1  Principle  of  Economics,  Bk.  II,  chap,  iii,  §  4.  The  term  is  there  uaed  in  a  seitftf 
which  I  believe  will  not  be  found  to  differ  substantially  from  the  above.  See  also  Dr* 
Marshall's  whole  treatment  of  the  subject  of  Necessaries. 

*  See  Sidgwick,  Principles  of  Political  Economy,  Bk.  I,  chap,  iii,  {  3. 
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sntional  necessaries  "  —  of  the  next.  The  tax  here  to 
s  considered  is  primarily  one  on  luxuries,  but  I  shall 
»ume  that  it  would  be  extended  to  superfluities  to  an 
ctent  suflScient  to  prevent  the  standard  of  living  of  any 
ass  from  rising  otherwise  than  in  conformity  with  an 
icrease  in  productiveness. 

The  social  point  of  view  must  be  further  distinguished 
x^rding  to  whether  a  short  or  a  long  period  is  con- 
anplated.  In  a  short  period,  anjrthing  which  neces- 
tates  a  considerable  change  in  people's  habits  will 
sriously  impair  their  eflSciency.  On  the  other  hand 
ley  can  do  without  many  things,  such  as  moral  guid- 
rice  and  art,  the  want  of  which  would  greatly  lessen 
lieir  eflSciency  in  the  long  run.  The  longer  the  period 
onsidered,  the  less  account  must  be  taken  of  habit,  but 
lie  more  must  be  taken  of  things  which  contribute 
Dly  indirectly  to  eflSciency.  In  a  period  suflSciently 
»ig  for  every  tendency  to  work  itself  out,  a  man  could 
e  thought  of  as  a  perfectly  rational  being,  and  his 
kes  and  dislikes,  which  are  of  such  transcendent  im- 
ortance  for  shorter  periods,  could  be  entirely  dis- 
sgarded.  The  determination  of  what  things  may  be 
lecessaries  and  what  superfluities  would  then  fall 
dthin  the  province  of  natural,  or  at  least  non-social 
ciences,  such  as  physiology.  The  present  discussion 
hioughout  deals  only  with  ultimate  tendencies,  and 
he  conception  of  necessaries  must  be  interpreted 
ccordingly. 

The  above  definition  makes  it  possible  to  lay  down 
be  proposition  that  the  aggregate  capacity  for  labor  of 
ay  society  varies  in  the  long  run  with  the  amount  of 
lecessaries  consumed.  Both  will  tend  to  vary  with  the 
umbers  of  the  population,  but  not  necessarily  in  the 
line  proportion,  for  a  given  amount  of  work  can  be 
one  either  by  a  smaller  munber  of  intelligent  and 
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highly  eflFective  workmen  or  by  a  larger  number  of  an 
inferior  sort.  This  proposition  also  holds  good  regard- 
ing an  individual.  Indeed,  it  is  with  reference  to  it  that 
the  definition  of  necessaries  must  be  tested. 

I  am  obliged  to  face  the  consequence  that  a  particular 
thing  may  be  necessary  under  some  circumstances  and 
a  luxury  under  others.    The  two  classes  of  conmiodities 
do  not  in  general  diflfer  in  kind.    It  does  not  follow, 
however,  that  the  theoretical  distinction  is  impossible 
of  application.    Professor  Taussig,  after  remarking  that 
productiveness  depends  partly  on  the  average  laborer's 
strength  and  skill,  observes:   "  Men  can  live  and  do 
work  for  less  than  is  necessary  to  enable  them  to  do  fuD 
work.    The  minimum  for  efficiency  is  above  the  starva- 
tion level.    But  when  once  they  get  what  is  necessary 
for  complete  physical  vigor,  anything  in  addition  is 
mere  surplus;    surplus,  that  is,  in  that  it  no  furttitf 
increases  efficiency."  ^    Now  this  appears  to  be  true  not 
only  of  money  income,  or  commodities  in  general,  but 
of  particular  conmiodities  as  well.    It  seems  usually  to 
be  the  case  that  as  successive  instalments  of  a  com- 
modity are  consumed  each  has  less  and  less  effect  on 
efficiency,  till  finally  the  point  is  reached  when  addi- 
tional units  would  have  none  at  all.    The  consumption 
of  the  commodity  need  not  cease  at  that  point,  for  it 
may  still  satisfy  a  desire,  but  it  becomes  surplus  con- 
sumption or  luxury.*    On  any  given  occasion,  then,  the 
proper  classification  of  a  particular  conunodity  will 
depend,  in  most  cases,  on  how  much  of  it  has  already 
been  consimied. 

Altho  it  is  impossible  to  discover  a  difference  in  kind^ 
between  necessaries  and  luxuries,  there  would  seem  to 

>  Principlee  of  Economics,  chap,  vii,  {  1. 

s  In  some  oases  continuing  to  consume  a  commodity  after  it  has  ceased  to  add  It 
efficiency  may  have  a  harmful  effect.  Of  other  oonunodities  this  can  hardly  be  the  <il^ 
But  this  point  need  not  be  specially  considered  in  the  present 
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much  greater  than  the  amount  so  spent.  ^  The  same 
applies  to  the  necessaries  of  life  and  the  necessaries  for 
eflSciency  of  an  unskilled  laborer.  Somewhere  between 
these  two  extremes  the  generality  of  conmiodities  will 
find  a  place. 

The  point  has  now  been  reached  where  the  object  of 
the  present  inquiry  may  be  definitely  formulated.  Sup- 
pose that  taxes  at  a  high  rate  were  levied  on  services  or 
commodities  which  can  add  nothing  to  the  industrial 
capacity  of  the  consiuner,  and  that  those  which  aie 
calculated  to  augment  his  capacity  by  more  than  their 
own  value  were  exempted  from  taxation.  And  suppose 
that  commodities  which  lie  between  these  classes  were 
taxed  at  a  varying  rate,  high  or  low,  according  as  they 
are  likely  to  add  little  or  much  to  the  consumer's  capac- 
ity for  labor  in  proportion  to  their  cost.  If  taxes  on  this 
principle  were  imposed  and  maintained  for  an  indefinite 
length  of  time,  what  would  be  their  final  effect  on  the 
normal  rate  of  interest  ? 

II 

It  is  remarked  by  Professor  Ely  that  "  the  demand 
for  necessities  is  in  general  less  elastic  than  the  demand 
for  luxuries."  ^  This  proposition  may  be  supported  on 
two  separate  grounds,  whereof  the  first  shows  that  the 
first  increments  of  necessaries  consumed  must  satisfy 
very  intense  desires;  and  the  second,  that  subsequent 
increments  will  satisfy  desires  of  which  the  intensity 
tends  rapidly  to  diminish. 

The  first  groimd  is  as  follows.  It  is  obvious  that  all 
«ving  is  a  sacrifice  of  the  present  to  the  future,  for 

(  8m  the  remarks  on  this  point  in  A  Theory  of  Interest,  by  C.  O.  Hoes,  PP-  ^^ 
;  alto  the  definition  of  luxury  in  Elementary  Principles  of  Eoonomios,  by  Ebr  sad 
kur.iKiao. 

>  OntHnM  of  Eoonomics,  p.  164. 
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class  must  be  more  intense  than  that  for  luxuries,  for 
if  the  latter  are  not  consumed,  only  the  present  is  sacri- 
ficed, but  if  the  former  are  not  consumed,  the  sacrifice 
aflFects  both  present  and  future.  The  necessaries  of  life 
are  the  most  striking  example  of  this  general  class  of 
commodities. 

The  first  ground,  then,  applies  only  to  one  class  of 
necessaries,  but  the  following  applies  to  both.    Adam 
Smith  points  out  that  the  desire  for  food  is  "  limited  by 
the  narrow  capacity  of  the  human  stomach."    This 
remark,  however,  does  not  apply  to  food  only.    It  may 
be  laid  down  generally  that,  since  no  one  has  an  infinite 
capacity  for  development,  no  one  can  have  an  infinite 
capacity  for  consuming  necessaries.   It  has  been  pointed 
out  that  altho  any  single  desire  is  satiable,  the  possible 
kinds  of  desires  are  indefinitely  nimierous,  and  this 
variety  renders  consuming  power  in  the  aggregate 
indefinitely  great.   But  this  does  not  apply  to  efliciency. 
If  a  man  is  to  attain  the  highest  possible  development 
of  all  his  powers  during  his  limited  life  time,  it  is  essen- 
tial that  he  should  specialize  to  some  extent.    It  would 
certainly  be  impossible  for  him  to  excel  in  an  infinite 
number  of  occupations.    This,  then,  constitutes  a  lim- 
itation upon  the  individual's  capacity  for  consuming 
necessaries  that  is  not  present,  to  the  same  d^ree  at 
least,  in  the  case  of  consumption  of  luxuries. 

On  these  combined  grounds,  we  may  reach  the  follow- 
ing conclusion.  If  the  other  circumstances  affecting  the 
elasticity  of  demand  for  commodities,  such  as  available 
substitutes  and  different  uses,^  are  the  same,  the  de- 
mand for  necessaries  which  at  the  same  time  satisfy 
inunediate  desires  must  be  less  elastic  than  the  demand 
for  luxuries,  and  the  demand  for  other  necessaries  is 
unlikely  to  be  more  so. 

>  See  Pi«ou.  Wealth  and  Welfare.  Part.  II.  chap.  ix.  {  6. 
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in  the  form,  for  example,  of  improvements  in  land  and 
labor-saving  appliances  of  all  kinds.  We  may  suppose 
that  machines  would  increase  both  in  number  and  com- 
plexity. Tools  for  making  tools,  and  for  preserving 
them,  would  be  constructed  in  endless  succession,  and 
greater  durability  would  be  imparted  to  each.^ 

As  the  consumption  of  luxuries  is  supposed  to  be  dis- 
couraged, the  quantity  of  capital  required  for  their 
production,  and  hence  the  demand  for  capital  in  general, 
would  be,  so  far,  diminished.  By  far  the  greater  part 
of  the  new  capital  would  inevitably  be  adapted  to  the 
production  of  necessaries.  But  if  such  capital  were 
multiplied  in  this  way,  the  return  to  the  marginal  instal- 
ment, and  hence  the  rate  of  interest,  would  eventually 
be  reduced. 

My  attention  has  been  drawn  to  the  question  whether 
the  marginal  productivity  of  labor  would  not  also  be 
lowered,  so  that  some  consideration  of  the  effect  of  these 
measures  on  wages  becomes  expedient.    The  increase  in 
the  supply  of  necessaries  would  evidently  reduce  their 
price,  and  this  would  lower  the  cost  of  living.    But  most 
laborers  would  now  be  engaged  in  producing  necessaries: 
would  not  their  wages  fall  ?    The  answer  must  be  that 
if  capital  consists  of  labor-saving  appliances,  the  in- 
crease of  capital  must  increase  the  physical  product  of 
a  given  expenditure  of  labor.   Therefore,  altho  the  value 
of  a  unit  of  the  product  of  labor  would  be  lowered, 
money  wages  need  not  fall,  for  the  number  of  units 
would  be  increased  —  and  real  wages  must  rise. 

*  In  these  concluaions  the  writer  is  in  agreement  with  Mr.  Hartley  Withers,  Poverty 
and  Waste,  chap.  ii.  He  cannot  bring  himself  to  accept  Professor  Kleene's  view  tint 
"  there  are  limits,  perhaps  quickly  reached,  to  the  productive  possibilities  of  employuv 
additional  capiUl."  Profit  and  Wages,  p.  94.  Cf .  p.  24 ,  footnote.  The  writer  foUov> 
Bdhm-Bawerk,  Positive  Theory  of  Capital,  Bk.  II,  chap.  ii.  See  also  John  RaSt  Ne* 
Principles  of  Political  Economy,  Bk.  II,  chap,  v,  and  Bdhm-Bawerk's  excellent  sum* 
mary  of  Rae's  theory,  vol.  i,  pp.  388-391  in  the  1900  edition  of  Capital  and  Capitaliio>; 
Cassel,  The  Nature  and  Necessity  of  Interest,  chap.  iii. 
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an  article  of  consumption,  or  I  can  spend  it  for  a  tool."  * 
It  may  be  added  that  every  dollar  must  eventiially  be 
spent  in  one  of  these  ways;  ^  since  hoarding,  or  storage, 
besides  involving  a  certain  amoimt  of  risk  and  trouble, 
must  necessarily  be  unprofitable  as  long  as  any  interest 
whatever  could  be  obtained. 

It  is  further  evident  that  the  persons  composing  any 
society  who  are  in  receipt  of  a  money  income  more  than 
sufficient  to  procure  necessaries,  may  be  divided  into 
two  classes;  namely,  those  who  spend  the  greater  part 
of  this  surplus  income  on  luxuries,  and  so  save  the 
smaller  part  of  it ;  and  those  who  save  the  greater  part 
of  the  surplus,  and  so  spend  the  smaller  part  on  luxuries. 
Everyone  who  has  any  surplus  income  at  all  must  fall 
into  one  or  other  of  these  two  classes,  or  be  on  the 
border  line  between  them.' 

Now  a  tax  on  money  income  bears  equally  on  both 
classes.    A  tax  on  luxuries,  however,  would  bear  mainly 
on  the  extravagant  class.    To  persons  exactly  on  the 
border  line  it  would  make  no  diflference  how  taxes  were 
collected.    But  if  a  given  sum  of  money  must  be  raised 
by  the  government,  and  if  the  parsimonious  class  con- 
tribute little  or  nothing  towards  it,  it  follows  that  the 
extravagant  class  must  pay  more  than  they  would  if  the 
tax  had  been  levied  on  money  income.    It  is  evident 
that  this  will  increase  the  aggregate  savings  of  society, 
for  what  the  extravagant  class  will  lose  the  frugal  class 
will  gain,  and  the  fund  referred  to  above  will  accumulate 
in  the  hands  of  the  latter. 

It  may  be  worth  while  to  elaborate  this  point  by 
means  of  a  simple  example.     Let  us  imagine  three 

>  Essays  in  Social  Justice,  p.  388. 
«  Cf.  Pigou,  Wealth  and  Welfare,  pp.  440,  441. 

>  If  a  person  has  an  income  only  barely  sufficient  to  procure  him  necessaries,  it  would 
even  on  strictly  economic  grounds,  be  inexpedient  to  attempt  to  tax  him. 
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brothers,  of  whom  one  is  frugal  to  the  point  of  stinginess, 
another  entirely  without  thought  for  the  futiu^e,  the 
remaining  one  inclining  to  neither  extreme.  Suppose 
they  each  receive  an  income  of  $5000  a  year.  In  the 
following  table,  Case  I  is  intended  to  indicate  how  their 
accounts  might  stand  if  taxes  were  levied  on  money 
incomes.  Case  II  shows  the  changes  that  would  take 
place  if  all  revenues  were  raised  by  means  of  taxes  on 
luxuries. 

Spent  on         Paid  to  makers    Paid  to  govem- 
iw  Off— B  lies  of  luxuries  ment  in  taxes  Saved 

I.  20PEB  CENT  Tax  on  Incomes 

A $2,000  ...  $1,000  $2,000 

B 2,000  $1,000  1,000  1,000 

C 1,000  3,000  1,000 

Total  . . .    $5,000  $4,000  $3,000  $3,000 

IL  100  Per  cent  Tax  on  Luxuries 

A $2,000  ...  ...  $3,000 

B 2,000      $1,000      $1,000       1,000 

C 1,000       2,000       2,000 

Total  . . .  $5,000      $3,000      $3,000      $4,000 

The  change  from  direct  taxes  to  indirect  taxes  on 
luxuries  increases  the  aggregate  savings  of  this  imagi- 
nary family  by  a  third.  The  reasoning  is  equally  appli- 
cable to  an  entire  nation. 

It  18  also  to  be  noticed  that  the  eflFect  would  be  cumu- 
lative. The  increased  savings  would  be  added  to  capital, 
^hieh  in  turn  would  increase  the  power  to  save.  If  we 
suppose  a  gradual  fall  in  the  rate  of  interest,  this  cumu- 
lative effect  would  operate  with  less  force  as  time  went 
on,  but  the  annual  addition  would  be  made  to  capital 
^ven  if  interest  were  to  vanish  entirely. 

The  aggregate  consumption  of  luxuries  must  also 
^Winish.    For,  if  extravagant  people  were  content  to 
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spend  the  same  amount  as  before  on  luxuries,  this  sum 
would  buy  a  smaller  quantity  of  luxuries  after  they 
were  subject  to  the  tax.  If,  on  the  other  hand,  this  class 
of  people  insisted  on  consuming  the  same  quantity  of 
luxuries  as  before,  they  would  be  obliged  to  pay  more 
for  them  by  the  amount  of  the  tax.^  They  could  do 
this,  in  general,  only  by  trenching  on  their  capital  —  a 
course  which  would  lead  to  their  impoverishment,  and 
in  the  long  run  to  an  inevitable  reduction  in  the  quantity 
of  luxuries  they  could  procure. 

If  the  impoverishment  of  extravagant  people  hap- 
pened to  any  great  extent,  and  if  the  government  still 
required  the  same  amount  of  revenue,  it  would  be  ob- 
liged either  to  raise  the  rate  at  which  taxes  were  levied, 
or  to  extend  their  application.  On  the  other  hand,  if  the 
wealth  of  the  community  was  increasing,  the  consump- 
tion of  luxiuies  also  would  tend  to  increase,  notwith- 
standing the  taxes  upon  them. 

It  is  certain  that  the  larger  the  income  any  person 
receives,  the  greater  will  be  his  temptation  to  indulge  in 
the  consumption  of  luxiuies.  It  may  be  that  in  many 
cases  a  person's  '*  eflFective  desire  of  accumulation" 
fixes  a  limit  beyond  which  that  person  will  not  carry  his 
savings.  It  is  evident  also  that  the  current  rate  of 
interest  must  be  among  the  circumstances  which  deter- 
mine this  limit.  For  example  if  a  man  feels  himself 
called  upon  to  choose  between  a  fifty-dollar  government 
bond  and  a  champagne  supper,  the  annual  yield  of  the 
former  will  certainly  be  taken  into  consideration.  For 
present  purposes,  however,  it  is  not  necessary  to  inquire 
into  the  motives  which  induce  men  to  save,  because, 
whatever  they  may  be,  it  is  certain  that  they  operate 

1  This  is  an  assumption  on  which  the  whole  argument  proceeds.  It  Appean  to  be 
roughly  true  in  the  long  run.  During  the  transition  period,  of  course,  the  tax  would  fiO 
partly  on  the  producers  of  luxuries  —  a  hardship  which  could  be  mitigated  by  a  eautkwi 
and  gradual  imposition  of  these  taxes. 
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tastes,  and,  possibly,  by  the  immigration  of  people  of 
the  opposite  sort,  who  might  be  attracted  in  consequence 
of  the  fall  in  the  prices  of  necessaries  and  consequent 
rise  in  real  wages.    Indeed,  such  a  policy  might  tend  to 
cause  an  increase  in  the  population  even  apart  from  im- 
migration, which  in  turn  suggests  that  the  law  of  dim- 
inishing returns  might  come  into  operation.     This, 
however,  would  act  more  slowly  than  the  other  tenden- 
cies set  in  motion  by  such  taxes,  and,  in  any  case,  would 
be  likely  to  be  counteracted  by  new  discoveries.  Never- 
theless, it  constitutes  an  influence  which  cannot  be 
altogether  neglected,  and  suggests  that  caution  would 
be  necessary  in  taxing  luxuries  habitually  consumed  by 
the  lowest  orders  of  the  people. 

Ill 

The  views  of  the  present  writer  as  to  the  causes  deter- 
mining the  normal  rate  of  interest  have  been  outlined  in 
a  former  article.^  If  that  theory  is  correct,  the  proposi- 
tion that  a  fall  in  this  rate  would  be  the  consequence  of 
the  tax  here  considered  would  seem  to  be  established 
but  for  one  circumstance :  such  a  tax  might  cause  a 
diminution  in  the  aggregate  amount  of  labor  expended 
by  the  whole  conamunity,  and  hence  in  the  magnitude 
of  the  annual  product.  And  here  it  must  be  admitted, 
I  think,  that  no  absolutely  certain  prediction  can  be 
made,  for  we  have  to  deal  with  nothing  less  complex 
than  the  motives  which  induce  men  to  exert  themselves 
in  the  acquisition  of  wealth.^  There  are,  however,  some 
circumstances  which  may  tend  to  allay  our  fears  in  this 
regard. 

We  must  decide  exactly  what  is  meant  by  labor.  All 
consumption  involves  some  kind  of  activity  on  the  part 

*  Quarterly  Journal  of  Economics,  August,  1017. 

*  See  Taussig,  Inventors  and  Money  Makers,  chi4>.  iii. 
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capable  of  being  consumed  by  someone  else.^  This 
seems  in  accordance  with  a  very  conmion  conception 
which  regards  labor  as  having  to  do  with  the  earning 
or  saving  of  money,  or  wages. 

Of  the  exertions  which  men  put  forth  to  provide  fw 
their  own  consumption,  some  are  in  the  social  sense 
productive  of  utility,  and  some  are  merely  predatory.* 
It  seems  advisable,  however,  to  simplify  the  present 
discussion  by  assuming  that  all  labor  belongs  to  the 
former  category.    It  is  evident  that  anything  that  an 
individual  may  gain  by  an  activity  which  contributes 
nothing  to  the  national  dividend  must  be  offset  by  a 
loss  on  the  part  of  someone  else.    But,  in  the  words  of 
Professor  Taussig,  "it  is  the  aim  of  the  legal  system 
under  which  we  live  —  the  system  of  private  property 
—  to  inhibit  predatory  doings."  *     Therefore  in  the 
above  hypothesis  we  merely  assume   that  the  law 
accomplishes  its  object. 

Now,  if  leisure  be  defined  as  all  time  not  devoted  to 
labor,  including  time  spent  in  acquiring  capacity  for 
labor,  it  would  seem  that  leisure  can  be  classified,  like 
all  other  sources  of  enjoyment  or  benefit,  as  either 
necessary  or  superfluous. 

The  introduction  of  the  element  of  time  reminds  us 
that  human  Ufe  is  limited,  and  it  is  convenient  to  take 
account  of  that  circumstance  in  applying  our  classificar 
tion  in  this  instance.  It  is  evident  that  some  leisure  is 
necessary  for  mere  existence.  Some  of  the  examples 
that  have  been  cited  —  by  Marx  for  example  —  would 
lead  one  to  think  this  minimum  astonishingly  small.  H, 
however,  only  this  barest  minimum  is  allowed,  no  time 
is  left  to  the  worker  for  education,  and  the  quantity  of 

1  This  and  other  parts  of  the  present  essay  are  the  outcomo  of  some  Taluabls  eriti* 
cisms  of  which  my  work  has  had  the  benefit. 

>  See  Taussig,  Principles  of  Economics,  chap.  ii. 

*  Loc.  cit.,  I  5. 
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prevent  their  capacity  for  labor  in  the  future  from  being 
impaired.  On  these  combined  grounds  it  may  be  laid 
down  that  the  amount  of  time  which  must  be  r^arded 
as  necessary  leisure  varies  with  the  efficiency  of  labor. 

It  follows  from  the  above  definitions  that  the  amount 
of  time  devoted  to  labor  varies  inversely  as  the  amount 
of  leisure  which  people  allow  themselves.  Altho,  there- 
fore, part  of  this  leisure  is  a  condition  of  efficient  labor, 
we  may  yet  say  that  the  annual  product  tends  to  vary 
inversely  with  the  amount  of  superfluous  leisure  en- 
joyed.^ 

Now,  it  may  be  urged,  if  we  make  the  supposition 
that,  in  a  general  way,  the  elasticity  of  the  demand  of 
consumers  for  all  superfluities  is  greater  than  unity; 
and  if  all  conmiodities  and  services  which  can  be  con- 
sumed as  superfluities  are  taxed,  superfluous  leisure 
alone  remaining  untaxed,  will  not  this  induce  people  to 
substitute  the  latter  for  the  former,  and  hence  to  per- 
form less  labor  ?  I  suppose  this  must  be  admitted  to 
be  possible.  On  the  other  hand  if  the  elasticity  of  ih« 
demand  for  superfluities  in  general  is  less  than  unity,  a 
rise  in  the  price  of  luxuries  would  tend  to  make  peofJc 
work  harder.  Here  habit,  by  making  demand  more 
insistent,  would  tell  in  favor  of  action.  ^ 

Again,  how  far  is  it  true  that  superfluous  leisiu^e  wouM 
remain  untaxed  ?  Luxuries  are  for  the  most  part  eor 
joyed  during  periods  of  leisiu^e,  so  that  by  discouraging; 
them  the  government  would  be  making  leisure  leai 
attractive,  which  would  so  far  tend  to  make  labor 
more  so. 

It  may  be  that  some  people  would  restrict  their  con^ 
sumption  of  necessaries  for  the  sake  of  continuing  thcirl 
usual  enjoyments,  which  would  injuriously  affect  their j 
capacity  for  labor.    The  opposite  effect  is  also  possibte. 

1  The  reasoning  in  the  remainder  of  this  essay  is  due  to  susgeetions  for  whidi  I  ■>* 
acknowledge  my  obligation  to  Professor  Taussig. 
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Further  speculations  along  these  lines  would  lead  us 
away  from  the  sober  reasoning  proper  to  economic 
science.     It  must  be  remembered  that  a  hasty  and 
incautious  interference  with  the  normal  course  of  trade 
would,  temporarily  at  least,  cause  the  loss  of  much 
fixed  capital  and  specialized  skill ;  and  if  the  policy  ran 
counter  to  public  opinion  it  would  lead  not  only  to 
evasion  but  to  discontent  and  idleness  as  well.    On  the 
whole,  however,  taking  a  broad  view  of  the  subject, 
there  seem  to  be  grounds  for  concluding  that,  if  the 
revenues  of  the  government  were  collected  as  far  as 
possible  by  means  of  taxes  on  services  and  conmiodities 
which  are  likely  to  add  little  to  the  consumer's  capacity 
for  labor  in  proportion  to  their  cost,  this  would  ulti- 
mately tend  both  to  increase  the  supply  of  capital  and 
to  lessen  the  demand,  which  might  confidently  be  ex- 
pected to  result  in  a  fall  in  the  normal  rate  of  int^est. 
It  may  be  added  that  this  would  so  far  constitute  an 
approach  to  those  ideal  conditions  under  which  the 
workman  would  receive  the  whole  produce  of  his  own 
labor. 

A.  F.  McGouN. 

Montreal,  Canada. 
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In  the  issues  of  this  Journal  for  November,  1917,  and 
ebruary,  1918,  an  account  was  given  of  the  various 
lethods  which  had  been  resorted  to  by  the  govem- 
lent  for  adjusting  labor  problems  in  war  industries, 
te  object  of  the  present  paper  is  to  describe  briefly 
le  further  developments  which  occurred  during  the  last 
Jn  months  of  the  war,  and  to  consider  these  develop- 
lents  with  reference  to  their  bearing  on  labor  problems 
lid  policies  in  time  of  peace. 

A  main  theme  in  these  earlier  articles  was  that  in 
rder  to  accomplish  any  approximate  stabilization  of 
^ar  labor  conditions  without  compulsory  arbitration, 
lie  government  should  control  all  contractors  in  war 
idufitry  through  provisions  in  the  contracts  limiting  the 
ontractors,  under  heavy  penalty,  to  the  payment  of 
laximimi  scales  of  wages,  these  scales  to  be  changed 
fom  time  to  time  xmif ormly  in  any  given  industry  by 
ovemmental  adjustment  boards,  on  which  represen- 
itives  of  labor  would  sit.    But  it  was  pointed  out  that 
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the  government  could,  by  exercising  its  war  power, 
effect  this  arrangement  through  recalling  and  modifying 
its  outstanding  contracts,  and  also  its  sub-contracts. 
Under  the  conditions  of  increasing  labor  shortage  after 
February,  1918,  the  control  most  needed  continued  to 
be  not  that  of  the  workers,  but  that  of  employers  en- 
gaged in  war  industry.  Such  control  did  not  emerge, 
either  through  government  contracts  or  otherwise.  The 
contractors  continued  to  bid  against  each  other  for  the 
labor  supply,  and  an  imrest  developed  among  the  work- 
men which  seriously  interfered  with  efficiency  in  produc- 
tion, and  would  doubtless  have  badly  hampered  war 
industry  but  for  the  motives  of  patriotism  in  all  ranks 
of  labor,  organized  and  unorganized.  It  must  be  con- 
fessed that  the  national  leaders  of  the  American  Fed- 
eration of  Labor  did  not  in  general  exercise  sufficient 
influence  during  those  months  to  control  their  local 
unions  in  the  disturbing  conditions  caused  by  the 
moimting  competition  of  employers  for  the  available 
labor. 

Just  why  the  influence  of  the  national  leaders  in  the 
American  Federation  of  Labor  did  not  prove  more  eflfeo- 
tive  in  dealing  with  the  situation  is  not  altogether  clear; 
yet  some  of  the  reasons  are  evident.  During  1917  the 
national  union  leaders  had  voluntarily  undertaken  great 
obligations  and  responsibilities  by  entering  into  written 
agreements  with  the  government  in  which  they  pledged 
themselves  and  their  organizations  to  a  war-time  pro- 
duction uninterrupted  by  strikes,  and  to  the  adjust- 
ment of  labor  disputes  by  representative  arbitration 
which  would  be  binding  and  final.  In  cantonment  con- 
struction, in  shipbuilding,  and  in  general  at  the  seaports, 
these  written  agreements  forced  the  imion  leaders  to 
assume  such  a  vigorous  leadership  as  greatly  to  increase 
their  influence.    Personal  responsibility  begets  effort. 
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ment.    This  feature  was  absent  in  the  National  War 
Labor  Board  and  in  the  Raiboad  Administration's  sys- 
tem of  labor  control,  both  of  which  we  shall  examine 
directly.     Thus  was  arrested  a  distinctive  process  of 
strengthening  and  centralizing  the  influence  of  the 
American  Federation  of  Labor.    Whether  these  leaders, 
if  they  had  been  so  pledged,  could  have  succeeded  in 
such  a  great  task  of  control  and  cooperation  is  a  ques- 
tion which  can  never  be  answered.   One  thing  is  certain: 
that  through  this  divergence  from  the  method  of  labor 
adjustment  which  had  obtained  earlier  in  the  war,  the 
American  Federation  of  Labor  in  the  later  months  of 
the  war  lost  the  further  development  of  that  element 
of  strength  which  came  from  the  necessity  of  meeting 
these  written  pledges. 

It  will  always  be  an  interesting  query  whether,  if  the 
war  had  continued  for  a  considerably  longer  period, 
some  form  of  compulsion  would  have  been  adopted  by 
the  government.  It  is  true  that  ra  the  latter  part  of  the 
year  1918  the  strikes  in  Great  Britain  showed  that  com- 
pulsory arbitration  does  not  always  compel.  But  there 
were  during  the  last  months  of  the  war  signs  that  part 
of  general  public  opinion  ra  this  country  was  beginning 
to  favor  some  form  of  oflScial  duress,  and  that  many  of 
the  union  leaders,  feeling  their  own  control  inadequate, 
would  not  have  been  opposed  to  such  a  course.  In  the 
middle  of  August,  1918,  an  attempt  to  make  partici- 
pation iQ  a  labor  strike  ground  for  a  draft  registrant's 
losing  the  benefit  of  his  deferred  classification  was 
defeated  ra  Congress.  But  only  a  month  later,  on 
September  13,  the  President  in  his  handling  of  the 
Bridgeport  strike  invoked  what  was  in  effect  govern- 
mental compulsion.  The  War  Labor  Board,  having 
been  unable  to  agree  upon  a  decision  with  reference  to 
the  machinists'  complaints  at  Bridgeport,  had  unan- 
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Board,  interruptions  to  war  industry  by  strikes  were 
intolerable.  Under  such  circumstances  some  sort  d 
system  for  compulsory  settlement  of  war  labor  disputes 
might  have  developed  in  America  if  the  war  had  con- 
tinued through  1919. 

Two  important  labor  adjustment  agencies  came  into 
existence  during  the  final  ten  months  of  the  war  —  the 
National  War  Labor  Board  and  the  Railroad  Adminr 
istration's  system  for  determining  wages  and  conditions. 
In  neither  of  them  did  the  pledge  of  the  international 
presidents  to  continuous  production  by  the  memb^^s 
of  their  respective  unions  appear  as  the  foxmdation  of 
control. 

The  President  created  the  War  Labor  Board  by  proc- 
lamation on  April  8,  1918.    In  February  the  Secretary 
of  Labor  had  requested  the  managing  directors  of  the 
National  Industrial  Conference  Board,  an  employers' 
organization,  to  name  five  representatives  of  employers, 
and  had  also  requested  the  President  of  the  American 
Federation  of  Labor  to  name  five  representatives  of 
labor;  these  ten  men  were  to  compose  the  War  Labor 
Conference  Board,  which  was  to  make  recommendations 
for  some  system  of  labor  adjustment  and  administra- 
tion.   The  Board  thus  formed  was  augmented  by  Ex- 
President  Taf t,  chosen  to  act  as  counsel  for  the  employer 
group,  and  by  Mr.  Frank  P.  Walsh,  formerly  Chairman 
of  the  Federal  Commission  on  Industrial  Relations, 
acting  similarly  as  counsel  for  the  employee  group.  On 
March  29,  1918,  this  Board  made  to  the  Secretary  of 
Labor  its  recommendation  that  there  be  established 
immediately  a  National  War  Labor  Board  of  the  same 
number  and  selected  by  the  same  agencies,  "  to  pro- 
mote and  carry  on  mediation  and  adjustment  in  the 
field  of  production  necessary  for  the  effective  conduct 
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>f  the  War,"  except "  where  there  is  by  agreement  or  by 
Federal  law  a  means  of  settlement  which  has  not  been 
invoked."  This  reconmiendation  was  accompanied  by 
a  statement  of  principles  (to  be  examined  presently) 
agreed  to  unanimously  by  the  Conference  Board.  On 
April  8,  1918,  the  President  issued  his  proclamation 
formally  establishing  the  War  Labor  Board. 

On  this  new  agency  for  labor  control  were  five  repre- 
sentatives of  the  American  Federation  of  Labor,  of 
whom  two  were  international  presidents,  sittmg  in  joint 
control  of  labor  standards.    Among  the  principles  an- 
nounced by  the  Conference  Board  in  its  report  of  March 
29,  was  the  statement:  "  There  should  be  no  strikes 
or  lockouts  diuing  the  war,"  —  a  principle  to  which  the 
labor  members  of  the  National  War  Labor  Board  must 
be  held  to  have  committed  themselves  when  they  ac- 
eq)ted  appointment  xmder  the  President's  proclamation. 
But  Mr.  Johnston's  adhesion  to  this  principle  as  a  "  rep- 
resentative of  labor  "  on  the  Board  was  very  different 
from  the  same  man's  direct  written  pledge  in  the  ship- 
building agreement,  in  his  capacity  as  president  of  the 
International  Association  of  Machinists,  that  disputes 
''shall"  be  submitted  to  an  adjustment  board  and 
&at ''  the  decision  of  the  board  will,  in  so  far  as  this 
loemorandum  may  be  capable  of  achieving  such  result, 
be  final  and  binding  upon  all  parties."    It  will  be  re- 
luembered  how  in  October,  1917,  several  international 
presidents  in  the  metal  trades,  bound  by  this  written 
pledge,  went  on  their  own  initiative  to  the  Pacific  coast, 
ted,  pitting  their  strength  against  a  group  of  local  union 
leaders,  forced  the  return  to  work  of  employees  in  the 
shipyards  at  Seattle  pending  a  consideration  of  their 
dispute  by  the  Shipbuilding  Labor  Adjustment  Board. 
If  the  national  imion  leaders  had  been  behind  the 
National  War  Labor  Board  with  similar  pledges  the 
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drastic  action  by  the  President  in  the  Bridgeport  case 
probably  would  never  have  been  necessary. 

But  the  National  War  Labor  Board,  altho  it  did  not 
undertake  through  the  medium  of  specific  pledges,  to 
strengthen  the  group  of  international  presidents  as  an 
agency  for  control,  did  operate  to  strengthen  immeaa- 
urably  the  general  position  of  unionism  in  America. 
The  President  in  his  proclamation  of  April  8,  1918,  de- 
clared that  the  War  Labor  Board  was  to  observe  the 
principles  specified  in  the  report  of  the  War  Labor  Con- 
ference Board.  Among  the  principles  laid  down  in  the 
Conference  Board's  report  and  thus  made  by  the  Presi- 
dent's proclamation  a  basis  for  the  work  of  the  War 
Labor  Board,  were  the  following: 

1.  The  right  of  the  workers  to  organize  in  trade-unions  and  to  Ixu^ 
gain  collectively  through  chosen  representatives  is  recognized  and 
affirmed.  This  right  shall  not  be  denied,  abridged,  or  interfered  with 
by  the  employers  in  any  manner  whatsoever. 

2.  The  right  of  employers  to  organize  in  associations  of  groups  and 
to  bargain  collectively  through  chosen  representatives  is  reoognized 
and  affirmed.  This  right  shall  not  be  denied,  abridged,  or  interfered 
with  by  the  workers  in  any  manner  whatsoever. 

3.  Employers  should  not  discharge  workers  for  membership  in 
trade-unions,  nor  for  legitimate  trade-union  activities. 

4.  The  workers  in  the  exercise  of  their  right  to  organize  shall  not 
use  coercive  measures  of  any  kind  to  induce  persons  to  join  their 
organizations,  nor  to  induce  employers  to  bargain  or  deal  tiierewith. 

1.  In  establishments  where  the  union  shop  exists  the  same  shall 
continue  and  the  union  standards  as  to  wages,  hours  of  labor,  and 
other  conditions  of  employment  shall  be  maintained. 

2.  In  establishments  where  union  and  nonunion  men  and  women 
now  work  together,  and  the  employer  meets  only  with  employees 
or  representatives  engaged  in  said  establishments,  the  continuanfle 
of  such  condition  shall  not  be  deemed  a  grievance.  This  dedaratioo, 
however,  is  not  intended  in  any  manner  to  deny  the  ri^t  or  dis* 
courage  the  practice  of  the  formation  of  labor  unions,  or  the  joinini 
of  the  same  by  the  workers  in  said  establishments,  as  guaranteed  iB 
the  last  paragraph,  nor  to  prevent  the  War  Labor  Board  from  uiginft 
or  any  lunpire  from  granting,  under  the  machinery  herein  provided, 
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Pittsfield,  to  be  selected  by  such  examiner.  Such  examiner,  or  his 
substitute,  shall  preside  over  the  first  and  all  subsequent  electioDS 
during  the  life  of  this  award,  and  have  the  power  to  make  the  prop^ 
regulations  to  secure  absolute  fairness. 

In  the  elections  the  examiner  shall  provide,  wherever  practicable, 
for  the  minority  representation  by  limiting  the  right  of  each  voter 
to  a  vote  for  less  than  the  total  niunber  of  the  committee  to  be 
selected.    Elections  shall  be  held  annually.^ 

This  sketch  may  suffice  to  indicate  the  scope  of  the 
War  Labor  Board  and  the  nature  of  its  work.  As  a 
force  for  industrial  peace  and  continuity  of  production  in 
war,  it  played  a  notable  part.  Unquestionably  such 
restraining  influence  as  it  was  able  to  exert  was  due 
in  the  main  to  the  spirit  both  of  employers  and  em- 
ployees during  the  national  emergency.  What  use  can 
be  made  in  the  coming  period  of  its  basic  principles 
and  of  its  technique  is  a  question.  The  extent  to  which 
labor  groups  are  willing  to  be  controlled  in  their  coUee- 
tive  bargaining  will  in  the  last  analysis  determine  the 
issue.  Possibly  they  will  agree  to  governmental  control 
when  its  exercise  is  vested  partly  in  their  own  national 
representatives.  The  shipbuilding  tjrpe  of  labor  ad- 
justment, based  on  the  pledge  of  the  leaders  of  the 
national  imions,  gives  promise  of  being  used  in  peace 
time.  In  it  lie  perhaps  the  germs  both  of  a  sound 
democratization  of  labor  control  and  of  a  conscious  col- 
lective responsibility  of  labor  to  the  conmiunity  at 
large.  But  this,  as  well  as  the  War  Labor  Board's  work 
itself,  is  mainly  educational.  Both  have  broken  down 
some  of  the  barriers  between  management  and  labor. 

The  other  important  adjustment  machinery  de- 
veloped by  the  government  dxiring  the  last  ten  months 
of  the  war,  namely,  that  in  the  Railroad  Administra- 
tion, is  of  considerable  magnitude.    As  distinguished 

1  Fmdiii«B  of  joint  chairmen  as  arbitratore  in  re  Employees  v.  General  EleetneCo.i 
Pittsfield  Works.  July  31,  1018. 
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1918,  a  few  days  later,  he  appointed  a  Railroad  Wage 
Commission,  of  four   men  —  Secretary  Lane  of  the 
Department  of  the  Interior,  Charles  C.  McChord  of  the 
Interstate  Commerce  Commission,  J.  Harry  Covington, 
Chief  Justice  of  the  Supreme  Court  of  the  District  of 
Columbia,  and  William  R.  Wilcox,  of  New  York.    The 
Commission  was  directed  to  "  make  a  general  investiga- 
tion of  the  compensation  of  persons  in  the  railroad  serv- 
ice, the  relation  of  railroad  wages  to  wages  in  other 
industries,  the  conditions  respecting  wages  in  different 
parts  of  the  country,  the  special  emergency  respecting 
wages  which  exists  at  this  time  owing  to  war  conditions 
and  the  high  cost  of  living,  as  well  as  the  relation  be- 
tween different  classes  of  railroad  labor."    On  April  30, 
1918,  this  Conunission  made  its  report.    It  took  account 
of  all  railroad  employees,  whether  manual  or  clerical, 
receiving  less  than  $3000  per  annum.     It  foimd  that 
"  the  man  who  received  $85  a  month  on  January  1, 1916, 
now  needs  40  per  cent  additional  to  his  wage  to  give  him 
the  same  Uving  that  he  had  then."    It  reconunended 
a  detailed  sUding  scale  of  increases,  under  which,  for 
instance,  an  employee  receiving  $50  per  month  would 
receive  an  increase  of  $21.60;   a  $150  per  month  em- 
ployee, an  increase  of  $24.25;  and  a  $245  per  month 
employee,  an  increase  of  $5.00. 

On  May  25,  1918,  the  Director  General  of  Raihoads 
adopted  in  the  main  this  sliding  scale  basis  of  increase 
as  recommended  by  the  Wage  Commission  and  at  the 
same  time  estabUshed  the  Board  of  Railroad  Wages 
and  Working  Conditions,  naming  its  six  members,  three 
of  whom  are  railroad  oflBcials  and  three  trade  union 
officials.  This  Board  was  to  investigate  inequalitiee 
effected  by  the  new  scale,  competition  with  employees 
in  other  industries,  and  rules  and  working  conditions. 
By  the  terms  of  the  order  creating  it,  it  was  to  be  solely 
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an  advisory  body  and  was  to  submit  its  recommenda- 
tions to  the  Director  General  for  his  determination.  Its 
activity  has  consisted  largely  in  making  decisions  on 
interpretations  of  the  orders  and  rulings  of  the  Railroad 
Administration  respecting  labor. 

In  addition  to  this  general  board,  other  agencies  have 
been  set  up  for  the  several  groups  of  employees.   Three 
separate  boards  of  adjustment  have  been  established, 
each  composed  of  eight  members,  of  whom  four  are 
designated  by  the  railroad  managements  and  four  by 
the  unions  interested  in  the  jurisdiction  of  such  board. 
Board  No.  1  has  to  do  with  "  train  service  employees," 
sach   as    engineers,    firemen,    conductors,    trainmen, 
switchmen  —  emplojnnents     covered     by    the    "  Big 
Four,'*  or  Railroad  Brotherhoods.    Board  No.  2's  juris- 
diction is  over  the  railroad  shops  —  employments  cov- 
ered by  the  "  Mechanical  Department  of  the  Railway 
Employees  Department "  of  the  American  Federation 
of  Labor.    Board  No.  3  is  concerned  with  telegraphers 
and  maintenance-of-way  clerical  and  station  employees. 
To  a  fourth  board  are  left  on  appeal  such  local  disputes 
as  do  not  come  up  through  channels  of  organized  labor. 
It  consists  of  the  two  assistant  directors  of  the  Division 
of  Labor  —  the  first  for  a  number  of  years  a  govern- 
ment officer  as  a  member  of  the  United  States  Board  of 
Mediation  and  Conciliation,  the  second  imtil  recently  a 
president  of  one  of  the  metal  trades  international  unions. 
Finally,  grievances  of  women  workers  follow  a  fifth 
oourse,  being  handled  directly  by  the  DL-ector  of  the 
I)ivi8ion  of  Labor. 

Besides  having  for  their  bases  in  general  a  wage  scale 
bcrease  determined  upon  by  the  Wage  Commission, 
Adjustment  Boards  Nos.  1,  2  and  3  have  for  their  guid- 
ance certain  direct  agreements  between  the  Railroad 
Administration  and  union  officials.    Thus  on  March  22, 
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1918,  the  three  regional  du^ctors  entered  into  a  written 
agreement  with  the  chiefs  of  the  four  Brotherhoods 
(the  "  Big  Four")  that  the  wages  and  hours  as  deter- 
mined by  the  Director  General  were  to  be  incorporated 
into  existing  wage  agreements  between  the  railroads  and 
the  Brotherhoods;  and  that  "  matters  of  controversies 
arising  from  interpretations  of  wage  agreements  shall  be 
decided  by  the  Railway  Board  of  Adjustment."    Ad- 
justment Board  No.  2,  with  jurisdiction  over  grievances 
of  the  "  Railroad  Shopmen  "  of  the  American  Federa- 
tion of  Labor,  was,  like  Adjustment  Board  No.  1,  ar- 
ranged for  before  the  standardization  of  wages  by  the 
Wage  Commission  had  been  announced.    On  February 
20  the  Director  General  and  this  union  group,  through 
its  president,  entered  into  an  agreement  under  which, 
irrespective  of  existing  agreements  to  the  contrary,  re- 
laxation might  be  effected  in  working  hours  in  cases 
of  necessity,  and  also  changes  in  the  conditions  under 
which  the  ratio  of  helpers  and  apprentices  to  journey- 
men might  be  increased.    Up  to  the  present  time  Board 
No.  1  has  decided  about  400  cases,  Board  No.  2  about 
100,  and  Board  No.  3,  established  in  the  middle  of 
November,  only  a  few. 

But  probably  the  most  important  contribution  of  the 
Railroad  Administration's  labor  adjustment  system  has 
been  its  successful  promotion  of  local  shop  committees. 
The  March  22  agreement  with  the  Brotherhoods  con- 
tained the  following  provision  about  the  handling  of 
grievances : 

10.  Personal  grievances  or  controversies  arising  under  interpreta- 
tion of  wage  agreements,  and  all  other  disputes  arising  between 
officials  of  a  railroad  and  its  employees,  covered  by  this  understand- 
ing, will  be  handled  in  their  usual  manner  by  general  committees  of 
the  employees  up  to  and  including  the  chief  operating  officer  of  Ae 
railroad  (or  some  one  officially  designated  by  him),  when,  if  an 
agreement  is  not  reached,  the  chairman  of  the  general  committee  of 
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In  any  endeavor  to  appraise  the  developments  in 
labor  adjustment  dming  the  war  for  their  effect  upon 
after-war  conditions,  we  are  confronted  with  so  many 
variables,  both  political  and  industrial,  that  no  estimate 
can  be  made  with  assurance.    But  we  may  take  the 
features  of  control  in  the  order  of  their  apparent  chances 
of  survival.   The  local  shop  committee  has  been  planted 
so  well  and  so  broadly  throughout  industry  by  these 
various  governmental  adjustment  agencies  as  hardly 
to  seem  eradicable.     Promoted  from  the  outset  by 
the  Shipbuilding  Labor  Adjustment  Board,  later  by  the 
President's  Mediation  Commission  in  the  Arizona  Cop- 
per district,  and  in  the  packing  establishments,  firmly 
established  subsequently  by  the  War  Labor  Board  in 
widely  divergent  fields  of  industrial  activity  which  had 
never  known  its  use,  and  finally  made  a  thoroly  inte- 
grated part  of  a  machinery  for  adjustment  extending 
over  the  entire  American  railroad  system,  the  shop 
committee  has  secured  a  strong  position.   And  it  has  on 
the  whole  been  accepted  by  organized  labor  with  will- 
ingness.   Is  it  not  likely  to  prove  a  permanent  element, 
fixed  in  American  industrial  life  by  the  events  of  the 
war  ?  1    Whatever  reaction  is  to  be  expected  toward 
pre-war  industrial  relations  could  hardly  sweep  away  a 
method  so  widely  employed  and  in  essence  so  akin  to  the 
genius  of  American  institutions. 

But  as  regards  final  appeal  in  disputes,  and  restrauit 
during  and  after  adjudication  —  how  will  these  develop 
after  the  war  ?  Of  the  three  principal  new  types  of 
machinery  which  were  evolved  during  the  war,  only  one 
was  designed  both  to  handle  disputes  and  to  supply  with 
some  effectiveness  the  element  of  restraint  in  the  use  of 

*  A  significant  indication  is  the  establiahment  on  January  7, 1910  of  a  thorocoingiyt- 
tem  of  shop  councils,  with  a  Joint  board  of  appeal,  by  agreement  between  the  Bethlehen 
Shipbuilding  Corporation  and  the  Metal  Trades'  Department  of  the  American  Fedwtr 
tion  of  Labor. 
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than  is  the  Raih'oad  Admmistration  type  today.  As 
between  the  balanced  board  and  the  board  m  which  a 
neutral  member  turns  the  scale,  the  issue  might  perhaps 
come  to  depend  upon  the  political  strength  of  labor,  if 
the  government  should  continue  to  promote  adjustment 
of  industrial  disputes. 

Quite  a  different  development,  as  to  after-war  sur- 
vival, is  that  of  the  Federal  Employment  Service.  As  a 
federal  agency  for  stabilizing  employment  for  labor  it  is 
evidently  marked  for  survival  in  some  form.  The  final 
establishment  of  this  work  has  not  been  by  means  of 
executive  action  or  by  semi-official  emergency  agree- 
ments, but  through  the  firm  basis  of  statute. 

The  statute  of  1913  creating  the  Department  of  Labor 
set  forth  the  activities  in  which  it  could  engage  — 
immigration  and  naturalization,  labor  statistics,  and 
mediation.  There  was  no  mention  of  labor  exchange 
work,  despite  the  fact  that  unemployment  was  then 
a  pressing  problem  and  that  a  number  of  the  states, 
following  European  example,  were  establishing  state 
employment  agencies.  Doubtless  one  reason  for  this 
omission  was  the  uncertainty  of  legal  justification  which 
must  be  faced  by  any  federal  activity,  other  than  trans- 
portation, which  undertakes  to  operate  within  a  state. 
Obviously,  an  employment  office  operating  at  a  given 
point  could  hardly  limit  itself  to  interstate  operations  by 
placing  applicants  in  positions  in  other  states  only. 

Unemployment  relief,  however,  made  its  own  way 
into  the  Department  of  Labor  without  the  aid  of  Con- 
gress. During  the  three  years  preceding  1917,  the 
Secretary  of  Labor  made  the  Bureau  of  Immigration 
the  vehicle  for  an  employment  service  which  established 
offices  at  a  number  of  points  and  gave  useful  service, 
operating  generally  apart  from  the  state  and  municipal 
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would  effect  the  same  purpose.  The  private  agencies  by 
their  irresponsible  methods  of  advertisement  and  solici- 
tation became,  as  the  war  progressed  into  1918,  an 
increasing  source  of  disturbance. 

On  March  28,  1918,  following  up  its  action  in  the 
preceding  October,  Congress  appropriated  $250,000 
"  to  enable  the  Secretary  of  Labor  to  advance  to  wage 
earners  transportation  to  such  places  as  may  be  deemed 
necessary  for  the  purpose  of  securing  employment  in 
connection  with  the  prosecution  of  the  war,''  and  on 
July  1, 1918,  took  the  decisive  step  of  appropriating  five 
and  a  half  million  dollars  to  be  available  for  employment 
service.  With  such  support,  and  with  the  urgency  of  the 
labor  supply  problem,  the  United  States  Employment 
Service — with  its  multitudinous  employment  offices  at 
principal  industrial  points;  its  supplementary  recruit- 
ing arm,  the  Public  Service  Reserve,  reaching  out  into 
smaller  conmumities;  its  Farm  Service  Division;  its 
Women's  Division ;  and  its  Boys'  Working  Reserve  — 
had  by  the  autiunn  of  1918  built  up  a  huge  if  cumbrous 
machine  and  had  materially  assisted  in  the  adjustment 
of  the  labor  supply. 

The  position  of  the  Employment  Service  was  much 
strengthened  when  the  President  on  Jime  17,  1918, 
issued  a  proclamation,  in  which  he  called  upon  em- 
ployers over  the  country,  engaged  in  war  work,  not  to 
recruit  unskilled  labor  through  any  private  agency  but, 
beginning  with  August  1,  to  rely  upon  the  federal 
service.  A  great  effort  was  begun  to  organize  the 
service  up  to  taking  on  this  responsibility,  offices  being 
established  in  great  numbers.  At  the  same  time  the 
War  Labor  Policies  Board,  a  coimcil  in  the  Department 
of  Labor  composed  of  representatives  of  the  various 
federal  war  agencies,  planned  the  geographical  distri- 
bution of  industrial  committees  all  over  the  country, 
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nd  the  creation  for  each  community  of  a  labor  board, 
liese  community  labor  boards  were  to  be  boards  of 
hree,  the  chairman  being  the  local  representative  of  the 
Dmplojnnent  Service,  and  his  associates  selected  one  by 
he  employers,  and  one  either  by  the  organized  workers 
rf  the  community,  or  in  the  absence  of  an  organization 
by  unorganized  workers.  Each  board  was  to  work  imder 
the  general  direction  of  the  Public  Service  Reserve 
director  for  the  state,  in  recruiting  and  distributing  labor 
in  each  community.  The  principal  objects  behind  this 
plan  were  first  that  the  needs  of  the  great  war  indus- 
tries for  common  labor  should  be  met  by  drawing  to  a 
eoQsiderable  extent  upon  the  less  essential  and  non- 
essential industries,  and  second  that  through  a  central 
machinery,  run  without  the  motive  of  private  interest, 
placements  of  men  could  be  made  with  sufficient  care  to 
fitness  to  cut  down  the  moimting  index  of  labor  '*  turn- 
over.'* Altho  the  plan  was  based  entirely  upon  volim- 
tary  appeal,  it  effected  at  once  a  considerable  decline 
in  the  use  of  newspaper  advertising  and  of  private 
agencies  in  recruiting  labor,  and  had  good  results  in  the 
number  of  laborers  obtained. 

Altho  the  plan  was  never  extended  to  skilled  labor, 
the  larger  newspapers  and  industries  of  the  coimtry  co- 
operated with  the  Employment  Service  by  referring  all 
M)plicants  answering  their  advertisements  to  the  United 
States  Emplojnnent  Service  and  by  not  advertising  their 
wage  rates  pubUcly  as  inducements.  But  the  activities 
of  the  private  agencies  and  of  the  recruiting  managers  of 
large  plants  continued  with  no  abatement,  and  with 
them  the  progressive,  almost  fiuious,  contest  in  compet- 
ing wage  rates. 

Such  was  the  Employment  Service  in  November, 
when  the  news  of  the  armistice  descended  upon  America. 
This  agency,  in  its  infancy  in  the  spring  of  1917,  with 
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no  real  legal  status  or  financial  support,  had  become 
eighteen  months  later  the  great  official  labor  supply 
agency  of  the  country.  The  state  emplojrment  services, 
even  those  which  had  attained  some  degree  of  stability 
and  usefulness,  had  lost,  temporarily  at  least,  their  in- 
fluence. 

What  will  be  the  future  of  this  branch  of  federal 
service  ?    It  would  seem  that  nothing  short  of  an  in- 
credible reaction  toward  decentraUzation  could  push 
the  Department  of  Labor  back  to  its  old  position.    It 
will  be  remembered  that  the  American  Association  for 
Labor  Legislation  in  the  winter  of  1917-18  was  promot- 
ing a  bill  to  bring  about  a  partnership  between  the 
federal  government  and  the  states  in  the  operation  of 
employment  changes.    Another  bill  of  similar  nature 
is  now  proposed  or  pending.    But  the  idea  of  exclusively 
federal  activity  in  this  field  has  in  the  meantime  gained 
such  momentum,  that  the  new  bill  will  have  to  meet  the 
attacks  both  from  the  believers  in  unhampered  state 
*  powers  and  from  the  reinforced  adherents  of  exclusive 
federal  control.    Whatever  the  outcome,  it  will  certainly 
bring  with  it  the  establishment  of  an  important  labor 
exchange  function  in  the  Department  of  Labor.   And 
it  would  seem  safe  to  predict  that  the  federal  govern- 
ment's work  in  this  service  will  in  the  next  decade  be- 
come progressively  of  more  importance. 

The  contrivances  for  labor  control  and  adjustment 
discussed  in  this  paper  and  the  two  preceding  are  theout- 
standing  labor  developments  of  the  war.  They  grew  in 
the  main  spontaneously,  separately,  without  emanating 
from  any  central  plan.  Most  of  them  were  late  in  being 
created.  The  government  contracts  were  never  so  ad- 
ministered as  to  make  possible  any  real  steadying  of  the 
labor  situation.    Had  it  not  been  for  real  faith  among 
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SUMMARY 

The  four  programs  described,  344.  —  The  balancing-up  program,  346. 
—  Necessity  of  a  balance  among  factors  of  production,  34^6.  —  Laws  d 
value  sometimes  independent  of  social  institutions,  347.  —  Institutkxii 
affect  value  of  consumers'  goods  mainly,  they  scarcely  affect  relati^ 
values  of  factors  of  production,  351.  —  A  slightly  unbalanced  popuktkn 
makes  a  collective  bargaining  program  certain,  360.  —  A  badly  mh 
balanced  population  makes  a  voting  program  certain,  362.  —  An  ex- 
tremely imbalanced  population  makes  a  fighting  program  certain,  366. 


All  programs  for  the  improvement  of  the  condition 
of  the  wage  workers  fall  into  four  general  classes,  tho 
there  are  many  combinations  and  mixtures  of  these  four. 
For  the  sake  of  brevity  these  four  classes  may  be  a^ 
ranged  as  follows : 

Programs  depending  upon  voluntary  agreements 
among  free  citizens. 

I.   The  balancing-up  programs. 
II.  The  collective  bargaining  programs. 

Programs  depending  upon  authority  and  compulsion. 

III.  The  voting  programs. 

IV.  The  fighting  programs. 

By  the  balancing-up  programs  are  meant  all  programs 
which  aim  to  create  or  restore  a  balance  among  occupsr 
tions  so  as  to  give  those  in  one  occupation  the  ability 
to  bargain  to  their  advantage  as  effectively  as  those 
in  any  other  occupation.  Such  a  program  would  aiitt 
to  enable  the  unskilled  worker,  as  an  independent  bflf^ 
gainer,  to  prosper  as  well  as  the  skilled  worker,  tbe; 
technician,  the  business  manager,  or  the  capitalist.  ft| 
would  aim  to  equalize  the  prosperity  of  different  classes  I 
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constitutional  methods  of  voting.  These  fighting  pro- 
grams are  sometimes  called  by  the  more  euphonious 
name  of  "  direct  action."  Sabotage,  strikes  accom- 
panied by  violence  or  threats  of  violence,  syndicalism  of 
the  more  extreme  sort,  much  of  the  program  of  the  I.  W. 
W.,  as  well  as  that  of  Bolshevism,  falls  in  this  class. 

The  purpose  of  this  article  is  to  point  out  the  relation 
of  each  of  these  programs  to  the  others  and  to  the  gen- 
eral economic  background.  It  is  the  beUef  of  the  writer 
that  each  program  is  the  logical  and  inevitable  outcome 
of  general  economic  conditions,  that  one  who  under- 
stands these  conditions  in  any  time  and  place  can  pre- 
dict, with  some  approach  to  certainty  which  of  the  four 
will  be  the  dominant  program,  and  that  the  determining 
factor  in  each  case  will  be  the  balance  or  lack  of  balance 
among  the  various  factors  of  production,  human  and 
non-human. 

I.  The  Balancing-up  Program. 

The  idea  is  too  prevalent  that  bad  economic  condi- 
tions are  always  and  necessarily  the  fault  of  some  person 
or  some  institution,  and  that  the  remedy  is  therefore  the 
punishment  of  the  guilty  person  or  the  reform  of  the  de- 
fective institution.  The  fact  is  that  many  bad  economic 
conditions  grow  out  of  lack  of  balance  among  the  various 
factors  which  have  to  be  combined  to  get  any  largp 
economic  result.  An  unbalanced  ration  means  poor 
nutrition,  an  unbalanced  soil  means  poor  crops,  an  un- 
balanced business  organization,  say  a  farm,  where  there 
is  too  much  land  or  not  enough  labor  or  equipment  to 
cultivate  it,  means  ineflBcient  production,  and,  finally, 
an  unbalanced  nation,  which  has  too  much  labor  and  too 
little  capital,  too  much  population  and  not  enough  land, 
too  much  of  one  kind  of  labor  and  not  enough  of  another 
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Granting  that  he  wants  a  large  crop,  the  preference  for 
potash  as  against  nitrogen  does  not  depend  upon  the 
prevailing  psychology  nor  upon  the  institutional  back- 
ground. The  fact  that  a  larger  crop  follows  the  addi- 
tion of  a  certain  quantity  of  potash  to  that  already  in 
the  soil;  whereas  the  addition  of  an  equal  quantity  of 
nitrogen  to  that  already  there  is  not  followed  by  a  notice- 
able increase  of  the  crop,  is  a  physical  and  not  a  social 
or  a  psychological  fact.  Even  a  commimistic  society, 
if  it  perceived  that  its  soil  was  thus  imbalanced,  and  if 
it  knew  that  it  needed  additumal  potash  more  than  it 
needed  cuiditUmal  nitrogen,  would  doubtless  make 
greater  effort  to  get  potash  than  to  get  nitrogen,  tho  it 
might  not  be  wise  enough  to  adopt  the  simple  expedient 
of  allowing  people  to  offer  a  higher  price  for  the  one 
than  for  the  other. 

This  principle  applies  to  the  ratio  of  population  to 
land,  or  to  equipment,  or  to  the  ratio  of  different  kinds 
of  labor  to  one  another,  as  well  as  to  the  different  food 
elements  in  a  ration  or  the  different  elements  of  plant 
growth  in  the  soil.  A  community,  whether  conununis- 
tic,  individualistic  or  otherwise,  in  which  there  was  an 
abundance  of  land  and  labor,  but  little  equipment, 
would  feel  the  need  of  additional  equipment  more  than 
of  additional  land  or  labor.  This  feeling  would  be  based 
upon  the  observation  of  a  physical  fact,  namely  that, 
with  its  limited  equipment,  a  few  additional  acres 
brought  under  cultivation  would  add  little  or  nothing  to 
the  total  product  because  there  was  not  eqmpment 
enough  to  cultivate  properly  the  land  already  in  culti- 
vation. Similarly  the  addition  of  a  few  laborers  would 
add  very  little  to  the  crop  because  of  the  lack  of  suffi- 
cient tools  for  those  already  at  work.  But  the  addition 
of  a  few  tools  and  implements  of  the  proper  sort  would 
enable  the  laborers  to  work  to  better  advantage,  and  to 
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cultivate  the  land  more  satisfactorily  and  would  there- 
fore result  in  a  larger  crop.  If,  on  the  other  hand,  there 
was  an  excess  of  good  tools  and  a  scarcity  of  either  labor 
or  land,  the  community  would  not  desire  additional 
tools  so  intensely  as  it  would  desire  additional  labor  or 
land.  The  reason  in  this  as  in  the  other  case  would  be 
physical  rather  than  social,  institutional,  or  psychologi- 
cal. It  would  be  based  upon  the  observation  that  a 
large  increase  of  product  followed  every  addition  to  its 
labor  or  land,  whereas  no  such  increase  followed  an  ad- 
dition to  its  stock  of  tools.  This  would  be  as  true  in  a 
communistic  as  in  an  individualistic  society.  It  would 
require  rather  severe  repression  to  prevent  men  from 
giving  expression  to  their  desires  by  offering  a  high  price 
on  the  one  hand  and  a  low  price  on  the  other.  If  men 
were  permitted  to  barter,  or  to  buy  and  sell  freely,  that 
is  unless  these  operations  were  positively  repressed, 
prices  would  adjust  themselves  to  this  fact  without  the 
shadow  of  a  doubt. 

As  suggested  above,  this  principle  applies  also  to  the 
ratio  among  the  different  kinds  of  labor  and  among  the 
different  kinds  of  equipment.  In  a  conmiunity  where 
there  were  more  horses  than  were  needed  to  pull  all  the 
plows,  harrows  and  other  implements  that  were  to  be 
had,  it  would  add  very  little  to  the  crops  to  add  a  few 
horses  to  the  existing  stock,  but  it  would  add  consider- 
ably to  the  crop  if  a  few  plows,  harrows  and  other  im- 
plements could  be  added.  Opposite  results  would  follow, 
of  course,  if  it  should  happen  that  there  were  more 
plows,  harrows  and  other  implements  than  the  existing 
stock  of  horses  could  pull.  Again,  if  in  a  cotton  mill 
town  there  were  moie  spinners  than  were  needed  to  sup- 
ply yam  to  the  weavers,  it  would  not  add  much  to  the 
total  output  if  a  few  more  spinners  should  appear  on  the 
scene,  whereas  if  a  few  more  weavers  were  to  appear,  it 
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would  make  a  great  deal  of  di£ference.  Under  such  cir- 
cumstances, it  would  be  more  advantageous  to  the  com- 
munity, assmning  that  it  wanted  cotton  cloth,  to  add  to 
its  corps  of  weavers  than  to  add  to  its  corps  of  spinners. 
This  advantage  would,  if  it  were  understood,  lead  to  a 
stronger  desire  for  more  weavers  than  for  more  spinners. 
One  way  to  get  more  would  be  to  offer  a  higher  wage. 
This  is  not  the  only  way  —  weavers  could,  for  example, 
be  conscripted  as  soldiers  are.  Liberal  commimities 
have  generally  preferred  the  less  drastic  method  of  offer- 
ing a  higher  wage  for  the  kind  of  labor  which  is  scarcer 
in  proportion  to  the  need  for  it.  This  would  result  in  an 
uneven  distribution  of  the  product  of  the  cotton  in- 
dustry. 

It  is  true,  of  coxu'se,  that  this  lack  of  balance  between 
the  niunber  of  spinners  and  the  number  of  weavers  could 
not  last  very  long.  Between  those  two  occupations 
there  is  no  great  gulf  fixed.  The  balance  would  soon  be 
restored,  if  it  were  ever  destroyed,  by  the  habit  of  seek- 
ing the  more  attractive  occupation.  But  there  is  a  much 
wider  gulf  fixed  between  other  occupations,  between,  for 
example,  such  occupations  as  that  of  unskilled  laborers 
and  employers,  between  bookkeepers  and  general  man- 
agers, etc.  In  such  cases  it  is  not  easy  to  preserve  a  per- 
fect balance,  and  consequently  an  industry  may  remain 
for  a  long  time  in  an  unbalanced  condition  as  respects 
such  occupations  as  these. 

It  goes  without  saying  that  the  necessity  for  a  balance 
among  the  various  factors  of  nutrition  and  production  is 
a  physical  or  a  physiological  necessity.  It  goes  deeper 
than  fashion ;  it  is  more  fundamental  than  any  human 
institution.  Many  of  the  laws  of  the  market  are  based 
upon  this  necessity,  and  the  market  itself  as  an  institu- 
tion is  an  organized  attempt  to  adjust  ourselves  to  it. 
Many  other  human  institutions,  instead  of  being  a  back- 
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styles.  Whether  physicians  of  various  schools  earn  good 
incomes  or  not  will  depend  upon  a  multitude  of  circum- 
stances, including  the  habits  of  the  people,  the  repute  in 
which  the  various  schools  are  held,  etc.  Similar  obser- 
vations could  be  made  regarding  all  other  classes  who 
render  direct  personal  service.  Institutions  affect  the 
value  of  their  services  very  much  as  they  do  the  value 
of  consumers'  goods.  But  granting  that  a  consumer's 
good  is  sufficiently  desired  to  give  it  a  price  on  the  mar- 
ket, then  the  relative  value  of  the  factors  which  enter 
into  its  production  is  mainly  a  question  of  physical  fact 
which  can  be  ascertained  by  physical  experiment.  If  a 
teetotaler  who  abhorred  whiskey  could  bring  himself  to 
manufacture  whiskey  for  the  market,  if  a  Quaker  who 
abhorred  jewelry  could  bring  himself  to  manufacture 
jewelry,  or  if  a  Mohammedan  who  abhorred  pork  could 
bring  himself  to  produce  pork,  he  would  reach  the  same 
conclusions,  in  any  given  time  and  place,  as  to  the  rela- 
tive value  of  the  different  factors  of  production  as  would 
be  reached  by  any  other  producer  of  equal  intelligence. 

The  second  group,  that  consisting  of  individuals  who, 
unaided  and  without  cooperation,  produce  consiunable 
commodities  in  complete  form,  is  almost  negUgible.  The 
fisherman  who  sells  his  individual  catch  may  be  cited 
as  an  example. 

The  labor  problems  which  are  acute  at  the  present 
time  relate  to  the  compensation  of  labor  which  works  in 
combination  with  many  other  factors  in  production. 
Those  laborers  who  render  direct  personal  service  and 
those  who  produce  by  individual  effort  alone  sometimes 
have  their  grievances.  These  grievances  occasionally 
give  rise  to  what  may  be  called  a  special  social  problem, 
but  such  problems  differ  materially  from  those  labor 
problems  in  which  the  public  is  now  chiefly  interested. 
These  problems  are  all  more  or  less  directly  concerned 
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needs  in  his  business  will  lead  him  to  buy  nitrogen  pro- 
vided its  price  is  not  above  that  of  the  expected  increase 
in  his  crop. 

A  fertilizer  company  has  recently  been  in  actual  op- 
eration in  New  England,  trying  to  sell  a  fertilizer  con- 
taining none  of  the  elements  of  plant  food  which  farmers 
ordinarily  buy,  but  very  rich  in  silica,  that  is,  sand! 
This  company  published  statements  of  scientific  men 
to  the  effect  that  plants  required  silica  for  their  best 
growth.  It  could  probably  have  been  demonstrated 
that  a  soil  absolutely  devoid  of  silica  would  not  grow 
crops  at  all.  Therefore,  some  would  argue,  silica  is  the 
great  producer  of  crops.  This  argument  might  be  suffi- 
cient to  satisfy  the  demands  of  "  the  higher  logic,"  but 
it  was  not  sufficient  to  satisfy  the  demands  of  scientific 
farmers,  nor  did  it  prove  to  be  sufficient  to  satisfy  the 
court,  nor  to  keep  the  promoters  of  this  company  out  of 
jail. 

It  was  suggested  above  that  while  institutions  could 
have  very  little  direct  influence  upon  a  problem  of  this 
kind,  they  could  have  considerable  indirect  influence. 
In  a  community  where  soils  need  more  nitrogen  to  secure 
better  crops,  but  do  not  need  more  silica,  institutions 
could  scarcely  succeed  directly  in  giving  nitrogen  and 
silica  equal  values.  They  might  succeed  indirectly  if 
they  could  set  forces  to  work  which  would  make  soil 
nitrogen  as  abundant  as  silica,  or  silica  as  scarce  as  soil 
nitrogen.  In  a  community  where  foods  rich  in  protein 
were  physically  scarce  relatively  to  needs,  whereas  foods 
rich  in  starch  were  physically  abundant,  institutions 
could  scarcely  succeed  directly  in  giving  equal  values  to 
various  kinds  of  food.  If  the  government  or  any  other 
institution  could  set  forces  to  work  which  would  make 
different  kinds  of  food  equally  abundant  or  equally 
scarce,  the  equality  of  values  would  take  care  of  itself. 
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Such  a  program  could  properly  be  called  a  balancing-up 
program. 

This  balancing-up  program  may  be  vastly  extended. 
Grovemments,  schools^  and  other  institutions  may  easily 
set  forces  to  work  which  will  accelerate  the  accumula- 
tion of  capital,  and  eventually  make  it  so  abimdant  rela- 
tively to  land  and  labor  as  to  give  capital  a  smaller  and 
labor  or  land  a  larger  share  in  distribution.  Forces  may 
also  be  set  to  work  which  will  spread  population  over 
wider  areas,  reduce  the  intensity  of  the  demand  for 
favored  locations  and  reduce  rent,  leaving  larger  shares 
to  the  other  factors.  It  would  be  very  easy  to  set  forces 
to  work  which  would  reduce  the  number  of  unskilled 
laborers  and  increase  the  supply  of  employing  talent. 
This  would  automatically  result  in  some  approach  to 
equality,  at  least  it  would  result  in  higher  wages  for  un- 
skilled labor  and  lower  incomes  for  the  employing  classes. 
If  carried  far  enough,  a  balancing-up  program  would 
give  us  something  approximating  to  equality  of  income 
without  sacrificing  individual  freedom. 

A  social  system  in  which  each  free  individual  made 
his  own  business  adjustments  on  the  basis  of  voluntary- 
agreement  with  other  free  individuals,  and  where,  in 
addition  to  this  universal  freedom  there  was  universal 
and  approximately  equal  prosperity,  would  certainly  be 
more  desirable  than  a  system  which  secured  liberty 
jnthout  equal  prosperity  or  equal  prosperity  without 
liberty.  The  balancing-up  program  is  the  only  program 
which  can  possibly  give  us  both.  All  other  programs 
sacrifice  one  or  the  other. 

In  order  to  make  capital  so  abundant  as  to  reduce  the 
share  of  the  capitalist  class  and  increase  the  share  of  the 
laboring  class  we  need,  first  and  foremost,  a  general, 
aggressive  and  permanent  thrift  campaign.  The  twin 
virtues  of  thrift  and  industry  have  been  very  imequally 
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cultivated  in  almost  every  community.  While  thrift  is 
quite  as  important  as  industry  to  national  prosperity,  it 
has  by  no  means  received  the  encouragement  that  in- 
dustry has  received.  Training  for  industry  has  been 
provided  at  pubUc  and  private  expense,  every  kind  of 
social  and  moral  pressure  has  been  brought  to  bear  upon 
the  young  to  be  industrious.  No  one  has  conmiended 
the  idle  man,  but  many  have  commended  thriftlessness 
and  extravagance.  Advertisers  and  salesmen  have  never 
exercised  their  arts  and  blandishments  to  induce  men  to 
be  idle,  but  they  have  done  much  to  induce  men  to  be 
thriftless  and  extravagant.  Only  a  few  agencies  have 
been  working  effectively  to  induce  men  to  save  and  in- 
vest their  incomes.  One  very  important  step  would  be 
taken  toward  balancing  things  up,  if  as  many  encourage- 
ments and  temptations  and  as  much  social  and  moral 
pressure  could  be  brought  to  bear  upon  men  to  induce 
them  to  save  as  are  now  brought  to  bear  to  induce  them 
to  work. 

He  who  saves  money,  and  invests  it  wisely,  does  him- 
self good  in  two  ways.  He  gains  directly  by  having  an 
income  in  addition  to  his  wages  or  his  salary.  He  gains 
indirectly  by  making  better  conditions  for  everybody 
including  himself. 

It  is  easy  to  see  that  he  gains  directly.  To  have  a 
hundred  dollars  invested,  at  four  and  one-quarter  per 
cent,  is  better  than  not  to  have  it.  It  gives  him  four 
dollars  and  twenty-five  cents  a  year  over  and  above  his 
other  income ;  and  four  dollars  and  twenty-five  cents  a 
year,  small  as  it  is,  is  not  a  sima  to  be  despised. 

It  is  not  so  easy  to  see,  but  it  is  none  the  less  true,  that 
saving  and  wise  investing  make  conditions  better  for 
everybody  including  oneself.  Show  me  a  community 
where  there  is  little  saving  and  investing  and  I  will  show 
you  a  community  where  conditions  are  bad,  however 
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ich  it  may  be  in  natural  resources.  It  is  always  a  com- 
nunity  in  which  there  is  little  employment  and  low 
^ages.  It  is  always  a  community  from  which  laborers 
(migrate  in  order  to  find  more  employment  and  better 
v^ages.  On  the  other  hand,  show  me  a  community  where 
here  is  a  great  deal  of  saving  and  investing  and  I  will 
how  you  a  community  where  conditions  are  good,  where 
here  is  much  employment  and  good  wages,  a  commun- 
ty  to  which  laborers  from  other  communities  come  in 
Gurge  numbers  in  order  to  find  work. 

There  are  good  and  sound  reasons  for  the  historical 
act  that  conditions  are  good  where  there  is  much  saving 
jid  investing,  and  bad  where  there  is  little  saving  and 
Qvesting.  To  save  and  invest  is  not  to  hoard.  It  is  to 
my  things  which  are  needed  for  production  instead  of 
hings  which  are  good  only  for  consumption.  To  buy 
hings,  such  as  tools,  machines,  buildings,  etc.,  which  aid 
[i  production  is  to  encourage  the  production  of  such 
hings.  When  many  people  are  investing  in  such  things, 
[lany  will  be  produced  and  industry  will  then  be  well 
quipped  with  aids  to  production.  In  short,  there  will 
e  many  factories  well  equipped  with  buildings,  ma- 
hines,  and  materials.  That  is  a  condition  in  which 
here  is  much  employment. 

One  may  buy  either  directly  or  indirectly  those  things 
rhich  aid  in  production.  When  a  farmer  buys  a  trac- 
ion  engine  rather  than  a  luxurious  automobile  he  is  buy- 
ig  directly  a  thing  which  aids  in  production  rather  than 
n  article  of  consumption.  If  he  has  bought  wisely,  the 
raction  engine  will  aid  him  to  grow  a  larger  crop,  which 
(  a  good  thing  for  him.  It  will  also  increase  the  food 
upply,  which  is  a  good  thing  for  everybody.  The  more 
irmers  there  are  who  save  money  and  invest  it  in  in- 
kruments  which  aid  in  production,  the  better  produc- 
ion  we  shall  have  and  the  better  the  world  will  be  fed. 
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When  a  factory  owner  builds  an  addition  to  his  factory 
rather  than  a  new  dwelling-house  he  is  buying  directly 
various  things  which  aid  in  production.  If  he  builds 
wisely  he  will  add  to  his  income,  which  is  a  good  thing 
for  him.  It  will  also  add  to  the  productive  power  of  the 
conmumity,  which  is  a  good  thing  for  everybody.  It  is 
a  good  thing  especially  for  laborers,  because  it  will  re- 
quire more  laborers  to  run  the  enlarged  factory  than 
were  required  before  it  was  enlarged.  In  short,  it  in- 
creases the  demand  for  labor. 

The  more  people  there  are  who  save  their  money  and 
buy  tractors,  machines,  factory  buildings,  and  all  oth^ 
aids  to  production,  the  better  the  community  will  be 
supplied  with  all  such  things.  The  better  the  commun- 
ity is  supplied  with  all  such  things,  the  greater  its  pro- 
ductive power,  and  the  greater  the  opportunities  for 
productive  employment.  That  is  the  reason  why  la- 
borers always  emigrate  from  a  country  where  there  is 
little  saving  and  investing  to  a  country  where  there  is 
much  saving  and  investing. 

But  one  may  buy  indirectly  things  which  aid  in  pro- 
duction. When  one  deposits  money  in  a  savings  bank, 
the  bank  will  invest  it.  It  may  lend  it  to  some  farmer 
who  wants  to  buy  a  tractor,  a  team,  a  cow,  or  some  other 
aid  to  production.  It  may  buy  part  ownership  in  some 
factory,  or  in  some  other  way  encourage  the  buying  of 
aids  to  production.  In  all  these  ways,  and  in  many 
others,  one  may  buy  indirectly  all  sorts  of  things  which 
aid  in  production. 

Indirect  buying  of  such  things  has  the  same  effect  as 
direct  buying.  It  encourages  others  to  make  the  tools, 
machines,  buildings,  and  other  things  which  aid  in  pro- 
duction. Nobody  would  make  such  things  unless  some- 
body would  buy  and  pay  for  them.  The  only  people 
who  buy  and  pay  for  them  are  they  who  save  and  invest, 
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who  buy  fewer  articles  of  consumption  than  they  might 
buy,  and  spend  the  money  thus  saved  for  things  which 
aid  in  production.  That  is  what  it  means  to  save  and 
invest. 

Some  of  the  most  needed  investments  in  time  of  war 
aie  War  Savings  Stamps  and  Liberty  Bonds.    To  own  a 
liberty  Bond  is  certainly  better  than  not  to  own  it.   It 
is  not  only  better  for  the  individual,  it  is  also  very  much 
better  for  the  whole  coimtry  and  the  world  that  individ- 
uals should  buy  Liberty  Bonds  than  that  they  should 
buy  articles  of  consumption  which  they  do  not  really 
need,  even  tho  they  would  like  very  much  to  have  them. 
If  they  buy  Liberty  Bonds,  the  government  will  spend 
that  money  to  hire  men  to  build  ships,  make  guns  and 
ammunition,  and  do  whatever  else  is  necessary  for  the 
defense  of  the  Uberty  of  the  world.    It  is  better  for 
everybody  that  men  should  spend  their  money  indi- 
rectly for  these  things  than  that  they  should  spend  it 
directly  for  some  article  of  consumption  which  they  do 
not  really  need. 

In  time  of  peace  it  is  almost  as  desirable  from  the 
standpoint  of  the  world  that  the  individual  should  buy, 
rither  directly  or  indirectly,  aids  to  production  as  that 
he  should,  in  time  of  war,  buy  aids  to  warfare  with  his 
surplus  income.  Let  us  suppose  that  two  communities 
have  equal  incomes  and  are  able,  at  a  given  time,  to 
q)end  equal  amoimts  of  money  this  year  in  purchasing 
goods  or  hiring  labor  to  make  goods.  Let  us  suppose 
that  Conmumity  A  spends  all  its  clear  income  this  year 
on  consumers'  goods,  spending  only  enough  on  pro- 
ducers' goods  to  keep  its  supply  of  capital  intact,  whereas 
Conununity  B  spends  half  its  clear  income  this  year  on 
producers'  goods,  and  only  half  on  consumers'  goods. 
There  will  be  as  many  goods  purchased  this  year,  and 
as  much  labor  employed  in  Community  B  as  in  Com- 
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munity  A.  The  difference  will  be  that  half  the  available 
labor  power  in  Community  B  will  be  employed  in  mak- 
ing producers'  goods,  whereas  all  the  available  labor 
power  in  Community  A  will  be  employed  in  making  con- 
siuners'  goods. 

Next  year,  however,  Community  B  will  be  better 
equipped  with  producers'  goods  than  Conmiunity  A.  Its 
total  product,  that  is,  its  real  income,  will  be  larger  than 
Community  A's.  It  will  have  more  to  spend  and  will 
be  able  to  employ  more  labor  or  employ  it  to  better 
advantage.  If  it  continues  spending  half  its  enlarged 
income  on  producers'  goods,  adding  largely  to  its  pro- 
ductive equipment  from  year  to  year,  it  will  outstrip 
Community  A  and  leave  it  farther  and  farther  behind. 
In  a  short  time  laborers  from  Community  A  will  be  mi- 
grating to  Community  B,  where  there  is  more  employ- 
ment and  better  wages. 

The  different  items  in  a  balancing-up  program  need 
not  be  discussed  in  detail.  Most  of  them  will  occur  to 
any  economist  who  will  give  the  subject  a  little  thought. 
The  author  has  previously  outlined  such  a  program  in 
a  book  entitled  Essays  in  Social  Justice.^ 

II.  The  Collective  Bargaining  Program 

The  indispensable  man  can  generally  get  what  he 
wants  by  the  method  of  voluntary  agreement.  The 
superfluous  man  will  have  difficulty.  To  the  man  who, 
in  any  industrial  situation,  is  indispensable,  freedom 
means  freedom  to  prosper.  To  the  superfluous  man, 
freedom  may  mean  freedom  to  starve  and  is  pretty  ce^ 
tain  to  mean  freedom  to  be  relatively  unprosperous. 

Any  industrial  condition  in  which  one  man  is  indis- 
pensable and  another  superfluous  is  necessarily  an  un- 

*  Harvard  University  Press,  1915.     Cf.  Chap.  x. 


FOUR  LABOR  PROGRAMS  361 

balanced  condition.  No  man  is  indispensable  if  there 
are  plenty  of  others  who  can  do  the  same  kind  of  work 
which  he  does.  No  man  is  superfluous  unless  there  are 
more  than  are  needed  to  do  the  kind  of  work  which  he 
can  do.  A  situation  in  which  no  class  of  men  was  so 
small  as  to  make  any  one  indispensable,  and  no  class  so 
lai^  as  to  make  any  one  superfluous  would  be  a  better 
balanced  situation.  One  in  which  all  were  about  equally 
needed  would  be  perfectly  balanced. 

Even  in  an  unbalanced  situation,  while  the  individual 
in  a  large  class  may  be  superfluous,  the  class  as  a  whole 
is  indispensable.    There  may,  for  example,  be  so  many 
ditch  diggers  as  to  make  any  individual  among  them 
superfluous,  nevertheless,  ditch  diggers  as  a  class  may 
be  indispensable.     The   superfluous    individual,  bar- 
gaining alone,  is  weak  and  can  never,  so  long  as  he  is 
superfluous,  bargain  to  his  own  advantage.     The  in- 
dispensable class,  if  it  can  bargain  as  a  unit,  can  take 
advantage  of  its  indispensability  and  bargain  to  its  own 
advantage.   Therein  Ues  the  philosophy  of  the  collective 
bargaining  program. 

Its  reason  for  existence  is  found,  however,  in  an  un- 
balanced industrial  system.    A  kind  of  labor  which  is 
scarce  enough  to  make  each  individual  laborer  practi- 
cally indispensable  would  not  need  collective  bargaining. 
Individual  bargaining  would  give  them  their  full  share 
in  the  general  prosperity.    To  use'  collective  bargaining 
to  add  still  more  to  that  prosperity  would  not  be  a 
means  of  defense  but  a  means  of  extortion.   It  would  not 
differ  in  any  essential  particular  from  the  trust,  and  the 
public  would  soon  become  as  impatient  of  collective  bar- 
gaining on  its  part  as  it  has  already  become  of  collective 
bargaining  on  the  part  of  the  trust. 

Where  the  lack  of  balance  among  the  factors  of  pro- 
duction is  not  so  very  extreme,  that  is,  where  there  is  no 
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great  overabundance  of  one  factor  and  no  great  scarcity 
of  another,  collective  bargaining  on  the  part  of  those 
who  sell  the  overabundant  factor  is  a  sufficient  remedy. 
That  happens  to  be  the  situation  in  the  United  States 
with  respect  to  most  forms  of  skilled  manual  lalxv. 
Skilled  laborers  are  not  so  niunerous  as  to  place  them  at 
any  great  disadvantage  in  the  bargaining  process.  Such 
disadvantage  as  they  suffer  can  generally  be  overcome 
by  the  simple  process  of  collective  bargaining.  They 
are  not  strongly  tempted  to  adopt  either  the  voting  (HT 
the  fighting  program;  first,  because  they  have  no  sudi 
grievance  as  would  justify  their  surrender  of  individual 
freedom ;  second,  they  are  not  niunerous  enough  to  give 
them  much  voting  or  fighting  power. 

III.  The  Voting  Program 

Generally  speaking,  the  more  numerous  any  industrial 
class  happens  to  be,  the  weaker  its  members  are  in  the 
process  of  bargaining  on  the  free  and  open  market.  But 
the  niunbers  which  make  them  weak  in  bargaining  make 
them  strong  in  voting.  On  the  market  they  are  at  a 
disadvantage;  in  politics  they  are  at  an  advantage.  The 
greater  their  weakness  on  the  market,  the  greater  their 
voting  strength  in  politics. 

As  stated  above,  where  the  disproportion  of  numb^ 
is  not  so  very  great,  the  disadvantage  in  bargaining  is 
likewise   not  so  very   great,  neither   is   their  voting 
strength  so  very  great.    Under  such  circumstances,  the 
voting  program  does  not  seem  to  be  necessary,  nor 
does  it  promise  much  success.    Collective  bargaining  0: 
the  only  logical  program.    But  where  the  disproportkAJ 
is  very  great,  the  voting  program  seems  to  be  more  of: 
a  necessity  and,  what  is  more  to  the  point,  it  promiseai 
greater  success. 
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In  a  community  where  any  class  of  wage  workers,  say 
mskilled  laborers,  outnmnber  all  other  people,  the  over- 
supply  of  unskilled  workers  will  make  their  position  on 
the  labor  market  very  difficult.    Even  collective  bar- 
gaining has  its  limits,  mainly  because  of  the  difficulty  of 
keeping  so  large  a  mass  together  in  order  to  bargain  as  a 
onit.    But  since  they  outnumber  all  others,  their  voting 
strength  is  overwhelming  if  they  can  be  induced  to  vote 
as  a  unit.    They  could  easily  control  the  state,  elect  the 
entire  personnel  of  government  and  use  the  compulsory 
power  of  the  government  to  gain  their  own  ends.    As  a 
matter  of  fact,  they  would  not  even  have  to  take  the 
initiative.    Candidates  for  the  salaries  and  emoluments 
of  public  office  would  certainly  appreciate  their  opportu- 
nities.   They  would  seek  the  votes  of  this  class  which 
had  so  many  votes  to  give  by  offering  it  everything 
it  wanted,  even  more  than  it  had  the  courage  to  ask 
for.  The  voting  program  is  therefore  almost  a  certainty 
in  any  community  where  the  disproportion  of  occupa- 
tional classes  is  very  great. 

This  will  explain  why  the  dominant  elements  in  Amer- 
ican Trade  Unionism  have  always  stood  for  a  collective 
bargaining  rather  than  for  a  voting  program.  They  have 
not  needed  to  control  the  state  in  order  to  gain  fairly 
good  wages  for  themselves,  and,  moreover,  they  have  not 
hd  votes  enough  to  control  the  state  even  if  they  had 
wanted  to.     It  will  also  explain  why  English  laborers 
have  adopted  a  voting  program.    The  disproportion 
between  wage  workers  and  other  factors  of  production 
or  other  elements  in  the  population  is  much  greater 
there  than  here.    In  bargaining,  English  laborers  are 
therefore  weaker,  and  in  voting  stronger  than  American 
laborers  as  a  class.     English  laborers  therefore  have 
greater  need  of  the  help  of  the  state,  and  greater  power 
to  gain  control  of  the  state  than  have  American  la- 
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borers.    The  sheer  logic  of  this  situation  calls  for  a 
greater  trend  toward  socialism  there  than  here. 

Other  classes  besides  laborers  have  shown  the  same 
tendency  to  use  the  state  to  help  them  out  of  a  situation 
in  which  their  bargaining  power  was  reduced.  In  the 
seventies  and  eighties  of  the  last  century  there  was  a  dis- 
proportionate production  of  agricultural  crops  in  this 
country.  The  rapid  settlement  of  the  rich  prairies  of 
the  West  had  poured  a  flood  of  agricultural  products 
upon  the  markets  of  the  world.  This  put  the  farmers  at 
a  disadvantage  on  the  free  and  open  market.  Their 
numbers  proved  to  be  their  weakness  on  the  market, 
but  their  strength  at  the  polls.  They  were  not  slow  to 
realize  the  situation  and  to  use  their  voting  strength 
rather  than  their  weakness.  Even  if  they  had  been  slow 
to  realize  it,  they  were  abundantly  reminded  by  a  swarm 
of  candidates  for  office  who  had  uses  for  the  large  farmer 
vote.  Since  1909,  the  farmers  have  not  been  so  numer- 
ous relatively  to  the  rest  of  the  population  as  to  place 
them  at  a  great  disadvantage  on  the  market,  nor  to  give 
them  a  great  advantage  at  the  polls.  Consequently 
they  are  not  now  demanding  so  much  help  from  the  gov- 
ernment. In  fact,  the  demand  for  price-fixing  and  simi- 
lar government  interference  has  not  come  recently  from 
the  farmer  but  from  the  urban  consiuners.  At  the  same 
time,  the  candidates  for  office  have,  except  in  the  far 
Northwest,  almost  forsaken  the  farmer  and  have  be- 
come very  solicitous  of  the  labor  vote. 

There  was  also  a  time  when  the  manufacturers,  es- 
pecially those  starting  new  lines  of  manufacturing,  felt 
weak  on  the  market,  or  thought  that  they  did  when 
brought  into  competition  with  old  and  well  established 
rivals  across  the  water.  They  then  turned  to  the  state 
for  help.  They  were  able  to  deliver  considerable  num- 
bers of  votes.  The  result  was  that  candidates  for  office 
became  solicitous  as  to  the  welfare  of  infant  industries. 
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In  England,  after  the  Black  Death,  when  labor  was 
scarce  and  hard  to  find,  laborers  were  strong  in  bargain- 
ing but  weak  in  voting  because  they  had  no  votes.  The 
smploying  classes  were  temporarily  weak  in  bargaining 
l>ut  strong  in  voting,  since  they  did  whatever  voting 
wss  done.  At  any  rate  they  controlled  the  state.  They 
pirere  not  slow  to  use  the  state  to  help  themselves  in  the 
[>argaining  process. 

In  view  of  all  these  experiences,  it  is  pretty  certain 
that  any  class  which  finds  itself  so  numerous  as  to  be 
v^eak  in  bargaining  and  strong  in  voting  will  make  use 
of  a  voting  program.  It  is  not  so  certain,  judging  by 
past  and  present  experience,  that  it  will  use  its  voting 
power  wisely.  In  fact,  no  case  has  yet  appeared  where 
a  voting  program  adopted  under  such  conditions  was 
not  destructive  rather  than  constructive,  which  was  not 
demagogic  rather  than  economic,  which  did  not  consist 
in  killing  the  goose  that  laid  golden  eggs  in  order  to  seize 
the  whole  stock,  rather  than  in  increasing  the  flock.  But 
that  is  not  the  important  certainty.  The  important 
certainty  is  that  wherever  and  whenever  such  an  un- 
balanced condition  is  allowed  to  arise  as  that  which  ex- 
ists in  England  today,  a  voting  program  similar  to  that 
^ch  has  been  paraded  in  this  country  as  the  program 
of  the  British  Labor  Party  is  certain  to  be  adopted. 
The  it  lacks  a  single  constructive  feature,  tho  it  is 
made  up  exclusively  of  scraps  of  Marxian  jargon,  catch 
phrases,  and  shibboleths,  nevertheless,  it  is  the  kind  of 
a  program  which  any  class  is  likely  to  adopt  in  its  own 
interest  when  it  for  the  first  time  concludes  that  it  can 
outvote  other  classes  and  control  the  state. 


366  QUARTERLY  JOURNAL  OF  ECONOMICS 


rV.  The  Fighting  Program 

It  is  sometimes  aflSrmed  that  the  labor  program  of  the 
British  laborers  is  more  ''  advanced  "  than  that  of  the 
American  laborers.  By  the  same  token  the  program  of 
the  Russian  laborers  is  more  "  advanced  "  than  that  of 
the  British.  The  disproportion  of  the  wage  workers  to 
other  m*ban  classes  is  also  greater  in  Russia  than  in 
England,  as  it  is  in  England  than  in  the  United  States. 
That  is  to  say,  there  are  fewer  technicians,  business  men, 
capitaUsts  and  smaller  accumulations  of  productive  cap- 
ital, and  fewer  productive  establishments  calling  for  men 
in  proportion  to  the  number  of  men  available  to  man 
them.  This  disproportion  puts  the  Russian  laborers, 
particularly  the  great  mass  of  ignorant  and  xmskilled 
laborers,  at  a  still  greater  disadvantage  in  bargaroing, 
but  gives  them  vastly  greater  strength  in  other  ways. 

Ntunbers  give  strength  not  only  in  voting  but  also  in 
fighting.  Fighting,  provided  victory  is  certain  and  over- 
whelming, is  a  shorter  cut  to  what  is  wanted  than  vot- 
ing. To  be  sure,  it  may,  like  other  short  cuts,  not  work 
well  in  the  long  run,  but  it  looks  like  a  quicker  method 
of  getting  possession  of  acctunulated  wealth  than  the 
voting  program,  as  the  voting  program  is  quicker  than 
the  program  of  industry,  thrift,  and  sound  investing. 

Where  the  numerical  strength  of  the  wage  workers  is 
not  overwhelming,  fighting  may  prove  expensive  even 
tho  ultimate  success  looks  pretty  certain.  Voting  looks 
like  a  cheaper  program  than  killing.  But  where  num- 
erical strength  is  so  overwhelming  as  to  make  victory  in 
fighting  not  only  certain,  but  cheap  because  of  the  ab- 
sence of  power  of  effective  resistance  on  the  part  of  other 
classes,  the  fighting  program  is  pretty  certain  to  be 
adopted. 
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It  is  useless  to  point  out  to  a  great  mass  of  ignorant 
and  unskilled  labor  that  even  tho  they  have  the  power 
to  take  possession,  with  very  little  fighting,  of  the  ac- 
cumulated wealth  of  the  country,  still  they  would  better 
not  do  it  because,  in  the  long  run,  they  will  lose  more 
tiian  they  will  gain  by  it.    If  they  were  capable  of  ap- 
preciating such  arguments,  they  would  not  be  ignorant 
and  unskilled  laborers.    Men  are  not  ignorant  and  un- 
skilled laborers  in  industry  and  at  the  same  time  far- 
sifted  statesmen  in  politics.    They  are  just  as  ignorant 
and  short-sighted  with  respect  to  public  as  with  respect 
to  private  afifairs. 

Therefore  we  may  conclude  that  whenever  and  wher- 
ever a  nation  becomes  so  unbalanced  occupationally  as 
Riissia  is,  the  fighting  program  is  certain  to  be  the  domi- 
nant labor  program.  In  short,  we  in  this  country  can 
have  any  one  of  these  four  programs  which  we  choose  to 
have.  If  we  balance  things  up,  none  of  the  other  pro- 
grams will  become  dominant  or  dangerous.  If  things 
become  slightly  unbalanced,  some  kind  of  a  collective 
bargaining  program  is  certain  to  grow  out  of  the  situa- 
tion. If  they  become  somewhat  more  unbalanced,  a 
I  voting  program  is  certain  to  become  the  dominant  pro- 
gram supported  by  the  nmnerically  superior  class,  whose 
oumerical  superiority  makes  it  weak  on  the  market  but 
strong  at  the  polls.  If  they  become  still  more  unbal- 
anced, the  numerically  superior  class,  finding  itself  hope- 
lessly weak  on  the  market,  but  overwhelmingly  strong 
in  the  use  of  physical  force,  will  use  its  strength  to  take 
what  it  wants. 

T.  N.  Carver. 

Habvabd  Uniyebsitt. 
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INTERNATIONAL  TRADE  AND  PRICES 

In  the  Quarterly  Journal  of  Economics  for  February,  1918, 
Professor  Wicksell  has  a  note  on  price  levels  and  international 
trade  which  suggests  certain  comments.  Professor  Wicksdl 
approaches  the  problem  throughout  ^'  from  the  goods  end"  so 
to  speak;  that  is  to  say,  he  regards  the  movement  of  goods 
and  not  the  movement  of  gold  as  the  primarily  effective  factor 
in  the  changes  in  price  levels  produced  by  changes  in  int»- 
national  trade.  Tho  of  course  the  movement  of  goods  is  the 
ultimate  thing  in  all  kinds  of  trade,  yet  it  appears  to  me  that 
Professor  Wicksell  underestimates  the  active  influence  of  the 
money  factor  and  that  in  consequence  his  accoimt  often  does 
not  represent  fully  the  actual  course  of  events. 

Professor  WickselFs  note  contains  two  parts.  The  first  deab 
with  the  effect  of  borrowing  transactions  between  countries. 
Assume  two  countries  under  a  free  trade  regime  with  only  a 
land  boundary  between  them,  both  having  a  gold  currency. 
One  borrows  from  the  other.  The  result  according  to  Profes- 
sor Wicksell  is  increased  "  power  of  purchase  "  in  the  borrow- 
ing country  and  decreased  power  of  purchase  in  the  lending 
country,  increased  imports  to  the  former  and  decreased  im- 
ports to  the  latter,  but  no  change  in  price  levels.  But  the  in- 
creased quantity  of  goods  "  will  require  a  greater  quantity  (rf 
money  to  put  it  in  motion  '*  and  a  certain  amoimt  of  gold  will 
"  pass  automatically  "  to  the  borrower.  This  transmission  of 
gold  will  appear  at  the  beginning  of  the  period  of  borrowing 
and  then  stop  and  its  effect  will  be  not  to  raise  prices  in  the 
borrowing  country  but  only,  by  maintaining  the  proporti(Hi 
between  goods  and  money  in  the  two  countries,  to  keep  prices 
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lip  to  the  old  level  in  the  borrowing  country  and  down  to  the 
old  level  in  the  lending  country. 

It  appears  to  me  that  the  exact  effect  of  the  borrowing  trans- 
action will  depend  on  the  form  in  which  the  loan  is  taken. 
Suppose  the  borrowing  country  chooses  to  take  the  loan  in  the 
form  of  money  —  then  the  supply  of  bills  drawn  on  the  lend- 
ing country,  or  the  demand  for  bills  on  the  borrowing  country 
will  increase,  exchange  will  move  in  favor  of  the  borrowing 
country,  and  if  it  moves  beyond  the  gold  point,  gold  will  flow 
in  and  all  prices  and  money  incomes  will  rise.   This  rise  will  in- 
crease the  country's  eflfective  demand  for  imports — ^which  will 
not  have  risen  in  price  —  and  they  will  increase.    Ultimately 
of  course,  the  gold  will  flow  out  again  to  pay  for  the  increased 
imports  and  the  old  price  level  will  be  restored.    This  process 
involves  a  movement  of  gold  and  a  change  in  price  levels  be- 
fore the  movement  of  goods  takes  place  at  all. 

Suppose,  however,  that  the  borrowing  country  takes  the 
loaii  in  the  form  of  goods  —  that  is  to  say,  suppose  it  spends 
ttie  borrowed  money  in  the  lending  country.  Then  the  quan- 
tity of  goods  it  imports  will  increase.  This  is  evidently  the 
ease  contemplated  by  Professor  Wicksell.  The  imports  of 
the  lending  country  vrill  have  decreased  relatively  to  the  im- 
ports of  the  borrowing  country.  Whether  they  will  have  de- 
creased absolutely  depends  on  whether  the  loan  represents  a 
iiBosference  of  demand  from  imported  commodities  to  do- 
nestic  conmiodities  or  not.  In  other  words,  it  depends  on 
vbetiier  the  money,  if  it  had  not  been  lent  to  the  borrowing 
Boontry  which,  by  hypothesis,  spends  it  on  the  products  of 
Bie  lending  country,  would  have  been  spent  on  imported 
[Oods  or  on  goods  produced  at  home.  If  it  would  have  been 
|)eiit  on  goods  produced  at  home  an3rway,  the  fact  that  it  is 
BDt  to  a  foreign  country  will  obviously  make  no  difference  to 
he  quantity  of  goods  imported  by  the  lending  country, 
flietiier  the  demand  will  in  fact  be  transferred  from  imports 
^  domestic  commodities  depends  on  the  marginal  utilities  of 
iiported  and  domestic  goods  to  the  savers  who  provide  the 
an.  If  in  response  to  the  demand  for  a  loan  they  increase 
leir  saving  they  will  obviously  curtail  their  consumption  of 
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those  things  whose  marginal  utility  is  lowest  to  them.  If, 
however,  the  loan  is  created  by  an  inflation  of  bank  credit  and 
does  not  represent  real  saving,  there  will  be  no  transference  (A 
demand,  and  the  lending  country's  imports  will  not  be  af- 
fected an3rway  —  at  least  so  far  as  the  short  period  is  ocm- 
cemed.  In  any  case,  however,  the  quantity  of  goods  relative 
to  the  quantity  of  money  wiQ.  be  increased  in  the  borrowing 
country  and  decreased  in  the  lending  country;  general  prices 
will  fall  in  the  one  and  rise  in  the  other.  Eventually,  but 
only,  as  Professor  Taussig  points  out,^  over  a  long  period  and 
not  "  automatically  ...  at  the  very  beginning  of  the  bor- 
rowing period,"  gold  will  flow  to  the  borrowing  country  and 
the  relation  between  the  price  levels  of  the  two  countries  be 
readjusted;  in  the  intervening  period,  however,  price  levels 
will  have  been  affected. 

To  consider  the  application  of  this  analysis  to  two  practical 
cases  —  the  rise  in  the  level  of  Indian  prices  during  the  period 
1903-07  is  attributed,  among  a  number  of  other  causes,  to  the 
large  borrowings  of  foreign  capital  which  were  made  during 
those  years.'  It  is  evident  that  whether  the  influx  of  capital 
had  the  immediate  effect  of  raising  prices  or  not  depends  on 
whether  the  loans  took  the  first  or  the  second  of  the  two  forms 
described  above.  In  the  first  case,  an  influx  of  capital  would 
immediately  produce  a  rise  in  general  prices;  in  the  second  j 
case  it  would  produce  an  immediate  fall  (or  a  check  to  an  ex- 
isting rise)  and  a  compensatory  rise  later.  Again  in  the  case 
of  a  loan  raised  in  America  by  England  during  the  war,  the 
second  case  is  probably  the  actual  one.  If  this  is  so,  we  should 
expect  a  check  to  the  rise  of  prices  in  England  and  an  in- 
creased rise  in  America.  Thus  the  absence  of  that  fall  in  the 
American  price  level  which  Professor  Wicksell  expects  theo- 
retically to  result  from  the  borrowing  transaction  may  be  due 
to  other  causes  besides  the  alleged  world  depreciation  of  gold.' 

The  second  part  of  Professor  Wicksell's  note  is  concerned 
with  the  effect  of  borrowing  on  international  trade  throug|k 

>  Quarterly  Journal  of  Ek^onomics,  February,  1918,  p.  411. 

*  J.  H.  Keynos,  "  Recent  Economic  Events  in  India,"  Eiconomic  Journal.  1009,  p.  St. 

*  Cf.  Quarterly  Journal  of  Economics,  February,  1918,  p,  400. 
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its  effect  on  costs  of  transport  in  the  case  of  two  countries  sep- 
arated from  each  other  by  sea.  If  America  borrows  from 
England,  then,  he  says,  freight  rates  to  America  will  rise  (be- 
cause of  the  increased  quantity  of  goods  to  be  carried)  while 
freight  rates  from  America  will  fall.  Then  the  prices  of ''  both 
imported  and  exported  goods  will  have  a  tendency  to  rise  in 
America  and  to  fall  in  England  "  and ''  consequently  the  gen- 
eral level  of  prices  will  have  been  raised  in  America  and  low- 
ered in  England." 

In  this  statement  it  does  not  seem  clear  in  what  connection 
the  words  ''  rise  and  fall  "  are  used.    Prices  will  rise  or  fall 
relatively  to  what  ?  —  Relatively  to  prices  of  the  same  things 
in  the  other  country  at  the  same  time,  or  relatively  to  prices 
of  ttie  same  things  in  the  same  country  at  a  previous  tmie  ? 
Evidently  what  will  actually  happen  is  this.   Suppose  A  is  the 
borrowing  and  B  the  lending  country.    Prices  of  imports  to  A 
will  rise  relatively  to  the  prices  of  the  same  things  in  B  at  that 
time  and  relatively  to  the  prices  of  the  same  things  in  A  be- 
fore that  time  —  i.e.,  before  the  borrowing  process  began ;  on 
the  other  hand,  the  prices  of  goods  exported  ¥rill  rise  in  A  rela- 
tively to  their  price  in  B  at  the  same  time  but  not  relatively 
to  their  price  in  A  before  the  process  started.    The  general 
level  of  prices  in  A  will  not  so  far  be  affected  because  it  can 
only  be  affected  by  a  change  in  the  quantity  of  money  or  in 
the  quantity  of  goods  exchanged.    Similarly  the  price  of  B's 
imports  will  fall  relatively  to  their  price  in  A  and  to  their  price 
in  B  before  but  the  price  of  exports  will  only  fall  relatively  to 
their  price  in  A.    The  general  level  of  prices  will  not  be  af- 
fected.   What  is  important  in  this  is  the  rise  in  the  price  of 
A's  imports  relatively  to  what  they  were  before  and  the  fall 
in  the  price  of  B's  imports  relatively  to  what  they  were  be- 
fore.  This  rise  and  fall  will  affect  demand  in  A  and  B.    The 
exact  result  on  the  general  level  of  prices  in  the  two  countries 
wiQ  depend  on  the  elasticities  of  their  respective  demands. 
If,  for  instance,  A's  demand  for  B's  goods  has  an  elasticity 
greater  than  imity  while  B's  demand  for  A's  goods  has  an 
elasticity  equal  to  or  greater  than  unity,  the  aggregate  value 
of  A's  exports  will  exceed  the  aggregate  value  of  her  imports, 
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gold  will  flow  to  A  and  the  general  level  of  prices  there  will 
rise.  If,  on  the  other  hand,  the  elasticity  of  A's  demand  is 
less  than  one  while  the  elasticity  of  B's  demand  is  equal  to  or 
less  than  one,  the  aggregate  value  of  A's  imports  will  exceed 
the  aggregate  value  of  her  exports,  gold  will  flow  to  B  and  the 
general  level  of  prices  there  will  rise.  This  rise  or  fall  in  A's 
prices  will  be  proximately  the  result  of  gold  movements  and 
there  will  not  be  first  a  rise  in  A's  price  level  and  then  an  in- 
flux of  gold  to  support  that  rise.^  In  fact,  as  Dr.  Fisher  says 
''  so  far  from  its  being  true  that  high  prices  cause  increased 
supply  of  money,  it  is  true  that  money  avoids  the  place  and 
time  of  high  prices  and  seeks  the  place  and  time  of  low  prices, 
thereby  mitigating  the  inequaUty  of  price  levels."  * 

The  effect  of  issuing  more  convertible  bank  notes  in  the 
borrowing  country  would  be  nil  if  the  issue  was  completely 
covered  by  gold,  since  it  would  presumably  be  accompanied 
by  the  withdrawal  of  an  equivalent  amount  of  the  precious 
metal.  An  issue  of  partially  or  wholly  inconvertible  notes 
would  raise  the  price  level  and  tend,  by  increasing  the  coun- 
try's effective  demand,  to  alter  the  effect  of  the  rise  in  im- 
port prices,  aggravating  it  if  the  elasticity  of  the  borrowing 
country's  demand  for  imports  were  less  than  unity,  and 
counteracting  it  if  the  elasticity  were  greater  than  unity.  The 
English  price  level  has  risen  during  the  war  owing,  in  part  at 
any  rate,  to  the  overissue  of  treasury  notes  and  the  inflation 
of  bank  credit.  It  appears  probable  in  view  of  the  extreme 
urgency  of  the  need  for  war  material  that  the  English  demand 
for  American  goods  is  very  highly  inelastic,  probably  it  has 
an  elasticity  less  than  unity.  In  this  case  the  rise  in  the  price 
level  will  aggravate  the  existing  effect  of  a  rise  in  import 
prices  and  the  aggregate  value  of  English  imports  will  be 
larger  than  if  either  of  these  monetary  phenomena  did  not 
exist. 

The  American  demand  for  English  goods  must  be  much 
more  elastic,  probably  it  is  greater  than  unity.  If  this  is  so, 
the  short  period  effect  of  borrowing  by  England  in  America 

>  Quarterly  Journal  of  £k:oDomics,  p.  408. 
s  Fisher,  Purchasing  Power  of  Money,  p.  173. 
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II  be  to  make  the  aggregate  value  of  both  their  imports 
sater  than  before.  Which  will  be  the  greater  of  the  two 
pends  on  the  exact  relation  between  these  elasticities,  a  re- 
tion  which  could  only  be  determined  by  detailed  statistical 
ady. 

We  have  seen  that  the  overissue  of  treasury  notes  and  the 
iflation  of  bank  credit  would  tend  to  increase  the  aggr^ate 
ahie  of  English  imports.  If  we  assume  that  the  effect  of 
orrowing  operations  has  been  such  as  to  increase  the  aggre- 
jBte  value  of  American  imports  less,  or  only  sUghtly  more 
ban  the  increase  in  English  imports  due  to  the  same  cause, 
hen  the  inflation  of  English  currency  by  aggravating  the 
iffect  of  the  borrowing  transaction  on  English  imports  would 
end  to  make  these  much  larger  than  American  imports  and 
to  cause  an  outflow  of  gold  and  a  fall  in  the  English  price 
evel.  But  under  the  actual  circmnstances  this  inflation  may 
ibo  have  a  different  and  contradictory  effect  on  the  price 
level.  Disregarding  for  the  moment  the  compUcations  re- 
sulting from  borrowing  transactions,  suppose  there  had  been 
Ik)  inflation.  If  the  English  price  level  had  then  been  lower 
than  the  world  level  gold  would  have  flowed  in  and  pushed 
&ig}]8h  prices  up.  But  if  local  non-monetary  causes  of  a  high 
price  level  had  been  such  as  to  make  the  English  level  higher 
than  the  world  level,  then  gold  would  flow  out  of  England. 
In  this  last  case  the  existing  restrictions  on  gold  export,  the 
bocHnplete  convertibility  of  treasury  notes  and  the  continu- 
te  and  rapid  inflation  of  credit  would  be  responsible  for  a 
fety  large  part  of  the  rise  in  English  prices,  for  the  continuous 
sue  of  fresh  paper  and  bank  money  would  counteract,  or 
Dore  than  counteract  the  effect  of  any  such  outflow  of  gold 
B  might  occur  in  spite  of  the  prohibition. 

J.  E.  Norton. 

CAMBRnxiB,  England. 


BOOKS  RECEIVED 

Bachi,  Riccardo.     L'ltalia  economica  nel  1917.     CasteQo:   S.  Lapi. 

1918.  pp.312.    L.  8. 
Caiman,  Edwin.   Money:  Its  Connexion  with  Rising  and  FaOing  Prices. 

London:  P.  S.  King  &  Son.    1918.    pp.66.    2«.  6d. 
Carver,  T.  N.    Principles  of  Politiod  Economy.    Boston:  Ginn  A  Co. 

1919.  pp.588.    $2.00. 
Clay,  Henry.    Economics:   An  Introduction  for  the  General  Reader. 

New  York:  Macmillian.    1918.    pp.456.    $2.00. 
Drake,  P.  H.    Democracy  Made  Safe.    Boston:  Le  Roy  Phillqw.  1918. 

pp.  110.    $1.00. 
Federal  War-Trade  Board,  Bureau  of  Research.    Export  Trade  Policy 

of  the  United  Kingdom,   1913-18.     Washington:    Government 

PrintingOffice.     1919.    pp.60. 
Fitzpatrick,  E.  A.    Budget-making  in  a  Democracy :  A  New  View  of  the 

Budget.    New  York:  Macmillan.    1918.    pp.317.    $1.50. 
Flippin,  P.  S.    The  Royal  Government  in  Virgmia,  1624-1775.   New 

York:  Lonmians  Green  &  Co.    1919.   pp.393.   $3.00.    (Cohunbrn 

Studies  in  History,  Economics  and  Ptiblic  Law,  Vol.  LXXXIV, 

No.  1.) 
Fulton,  M.G.    National  Ideals  and  Problems.    New  York :  MacmiOtf^ 

1918._pp.  415.    $1.50.  - 

Gettlich,  Wlad.    The  German  Grip  on  Russia.    Westminster:  P.  o. 

King  &  Son.     1919.    pp.  64.     U. 
Glasson,  W.  H.    Federal  Military  Pensions  in  the  United  States.  New 

York:  Oxford  University  Press.    1918.    pp.  305.    $2.50.    (Edited 

by  David  Kinley.    Publication  of  Carnegie  Endowment  for  Inter 

national  Peace.) 
Heyking,  B.  A.    Problems  Confronting  Russia.    London:  P.  S.  King* 

Son.     1918.     pp.  219.     10«.  6d. 
History  Circle,  The.     British-American   Discords  and  Concords:  A 

Record  of  Three  Centuries.     New  York:    G.  P.  Putnam's  Sons. 

1919.     pp.  85.     75  cents. 
Hobhouse,  L.  T.    The  Metaphysical  Theory  of  the  State:  A  Criticism. 

New  York:  Macmillan.     1918.    pp.  156.    $2.00. 
Japan,  Department  of  Finance.    Eighteenth  Financial  and  Economic 

Annual  of  Japan,   1918.     Tokyo:    Government  Printing  Office. 

1918.    pp.  198. 
King,  W.  L.  Mackenzie.    Industry  and  Humanity.    Boston:  Houghton 

Mifflin  Co.     1919.     pp.567.     $3.00. 
McKitrick,  Reuben.    The  Public  Land  System  of  Texas,  1823-1910. 

University  of  Wisconsin.     1918.     pp.  172.     25  cents. 
National  Industrial  Conference  Board.    Arbitration  and  Wage-Fixing  in 

Australia.    Boston:  National  Industrial  Conference  Board.    1918. 

pp.  52.     $1.00.     (Research  Report  No.  10.) 
Ogg,  F.  A.,  and  Beard,  C.  A.    National  Governments  and  the  World 

War.     New  York:  Macmillan.     1919.    pp.  603.    $2.50. 
Routzahn,  E.  G., and  Routzahn,  M.S.    The  A  B  C  of  Exhibit  Planning. 

New  York:  Russell  Sage  Foimdation.    1918.    pp.234.    $1.50. 

374 


BOOKS  RECEIVED  375 

tt,  J.  B.  (Editor).  The  Armed  Neutralities  of  1780  and  1800:  A 
Collection  of  Official  Documents  Preceded  by  the  Views  of  Repre- 
sentative Publicists.  New  York:  Oxford  University  Press.  1918. 
pp.  698.    $5.00. 

-  (Directeur) .  Les  conventions  et  declarations  de  la  Haye  de  1899  et 
1907.  New  York:  Oxford  University  Press.  1918.  pp.318.  $2.00. 
(Dotation  Cam^e  pour  la  Paix  Internationale.) 

-  (Editor).  The  Treaties  of  1785, 1799  and  1828  between  the  United 
States  and  Prussia.  New  York:  Oxford  University  Press.  1918. 
pp.  207.  $2.00.  (Publication  of  the  Carnegie  £kidowment  for  In- 
ternational Peace.) 

-  (Editor).  Une  cour  de  justice  intemationale.  New  York:  Oxford 
University  Press.  1918.  pp.  269.  $2.50.  (Dotation  Carnegie 
pour  la  Paix  Internationale.) 

geriand,  W.  H.,  and  Hart.  H.  H.    Child-Placing  in  Families:   A 

Manual  for  Students  ana  Social  Workers.    New  York:   Russell 

Sage  Foundation.    1919.    pp.267.    $2.00. 
iiflfer,  Vernon.    New  Englana  and  the  Bavarian  lUuminati.    New 

Yoric:  Longmans,  Green  &  Co.   1919.  pp.374.   $3.50.   (Columbia 

University  Studies  in  History,  Economics  and  Public  Law,  Vol. 

LXXXII,  No.  1.) 
d,  Ordway.    Instincts  in  Industry.    Boston:  Houghton  Mifflin  Co. 

1918.    pp.222.    $1.40. 
-.  The  People's  Part  in  Peace.   New  York:  Henry  Holt  &  Co.  1918. 

pp.  156.    $1.10. 
lu,  M.  T.  Z.   China's  New  Constitution  and  International  Problems. 

Shanghai:  The  Commercial  Press.    1918.   pp.  286.    $3.00.    (With 

Intioductory  note  to  Part  I,  hj  Paul  S.  Remsch.) 
-.  The  Legal  Obligations  Arismg  out  of  Treaty  Relations  between 

China  and  other  States.    Shanghai :  The  Commercial  Press.    1918. 

pp.  304.     $3.50.     (With  Prefaces  by  John  Macdonell  and  Wu 

mg-fang.) 
mer,  A.  G.    American  Charities.    New  York:  Thomas  Y.  Crowell 

Co.     1919.    pp.  541.    $2.50.     (Third  Edition  revised  by. Mary 

Roberts  Coohage.) 
mg,  A.  N.    Finances  of  the  Federal  District  of  Mexico.    Mexico: 

Government  of  Mexico.   1919.   pp.71.    (Investigation  made  under 

Uie  direction  of  the  Comisi6n  de  Keorganixaci6n  Administrativa  y 
Financiera  Repdblica  Mexicana. 


THE 


QUARTERLY  JOURNAL 


OF 


ECONOMICS 


MAY,  1919 


THE  RELATIONS  OF  RECENT  PSYCHO- 
LOGICAL DEVELOPMENTS  TO 
ECONOMIC  THEORY 

SUMMARY 
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-nyducal  fiaeton  are  human  motives,  387;  their  analysis  needed  for 
•ooial  problems,  389.  —  Adequacy  of  psychology  assumed  in  eoo- 
theoiy  in  dispute,  300.  —  Analysts  of  arguments  pro  and  con,  392. 
"Hedonistic  foundation,  394.  —  Costless  production,  401.  —  Indus* 
peace,  404.  —  Sums  of  utility,  406.  —  Social  demand,  407.  —  In- 
economics,  409.  —  Most  accurate  psychology  needed,  of 
motives,  416;  of  consumers'  demands,  419. 


In  spite  of  several  attempts  made  in  recent  years 
D  improve  upon  economic  theory  by  renovating  its 
pgrdiology,  economists  in  general  do  not  perceive  that 
Mgrchological  debates  are  relevant  to  economics.  They 
HKve  not  been  convinced  that  any  real  economic  prin- 
%)le8  have  been  invalidated  by  the  '^  new  psychology '' 
hat  has  been  exhibited  to  them,  or  that  the  latter 
■ranuses  any  profitable  extension  of  the  body  of  eco- 
lomic  theory. 

It  18  said,  for  instance,  that  the  generalized  man  as- 
by  our  theory,  who  was  supposed  to  pursue  his 
interests  in  usually  reasonable  ways,  must  be 
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superseded  by  the  real  maa  known  to  modem  psychol- 
ogists, the  creature  of  unreasoning  hasty  moods  and 
propensities  to  heedless  action.    Well,  what  of  it  ?   is 
the  reply.   Granting  that  people's  wants  are  determined 
frequently  by  instincts,  and  often  by  imprudent  ones  at 
that  —  what  change  does  it  necessitate  in  economic 
principles  ?   We  do  not  need  to  accoimt  for  the  origin  of 
wants;  our  business  is  to  study  the  means  of  satisfying 
them,  and  the  conditions  imder  which  they  may  be  satis- 
fied.   An  ordinary  degree  of  foresight  with  respect  to 
these  means  does  not  seem  to  be  such  a  far-fetched 
assumption.    The  other  objections  have  seemed  to  be 
as  easily  met,  and  on  the  whole,  in  the  hearts  of  most 
economic   students,  no   conviction  of   sin  has  been 
awakened,  altho  the  "  psycho-economists  "  have  been 
pressing  their  attacks,  in  different  quarters,  for  over 
twenty-five  years. 

Some  of  the  skeptics  suspect  that  the  trouble  arises 
from  too  exclusive  attention  being  given  by  the  innovsr 
tors  to  the  subjective,  or  mental  elements  of  economics, 
and  from  a  preoccupation  with  the  exceptional  or  ab- 
normal cases  even  in  that  limited  field.    Results  so  ob- 
tained, of  course,  would  hardly  call  for  a  revolutioniziiig 
of  economic  theory  as  a  whole.    It  seems  to  the  present 
writer  that  much  of  the  criticism  from  the  standpoint  of 
modem  psychology  heretofore  made  by  economists  is 
inadequate,  both  as  to  psychological  facts  and  thesr 
applications  to  economics,  and  the  object  herein  is  to 
make  it  clearer  where  the  psychological  discoveries  aiid 
economic  theory  do  fit  together.^   But  let  us  at  the  veqr 
beginning  safeguard  ourselves  against  material  fallacj 
by  giving  the  purely  physical  factors  of  economics  their 


*  The  present  writer  ia  preparing  a  thesis  in  which  questions  of  fact  in 
related  to  economics  are  considered.    The  discussion  in  the  present  pt^Mr,  huff,  ii' 
concerned  only  with  the  place  which  psychological  data  have  in  eeoDomiea, 
them  to  be  true. 
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due  —  thoee  which  are  stubbornly  indifferent  to  human 
thou^ts  or  preferences.  Then  we  may  consider  some 
WBjB  in  which  psychical  forces  cooperate  with  these 
eartemal  facts  to  produce  the  activities  we  study. 

Whether  we  like  it  or  not,  as  Mill  said,  "  a  double 
quantity  of  labor  will  not  raise  on  the  same  land  a  double 
quantity  of  food,  unless  some  improvement  takes  place 
in  the  processes  of  cultivation.''  And  the  principle  of 
diminishing  quota  of ''  overhead  ''  expense  to  the  unit  of 
product,  as  volume  of  output  increases  (the  basis  of 
**  increasing  returns '')»  ^  likewise  simply  a  way  things 
have  of  acting.  So  is  the  pure  fertility  of  the  hmnan 
species,  with  its  enormous  potentialities  for  the  destruc- 
tioii  of  men's  hopes.  Whatever  other  factors  may  enter 
into  the  value  of  money,  it  seems  clear  that  its  quantity, 
Iqr  purely  mechanical  principles,  must  be  a  part  of  the 
explanation. 

Tbe  superior  productivity  of  laborwhich  is  specialized, 
moroover,  and  the  gain  in  the  efficiency  of  labor  through 
wving  and  the  use  of  tools  or  machinery ,  are  not  the  pro- 
jeetions  of  anyone's  mind,  tho  we  may  choose  either  to 
i^gard  or  difir^ard  these  facts.  But  having  once  chosen, 
we  must  take  the  consequences,  and  cannot  change  the 
lesolts  by  wishing.  If  we  decide  to  do  without  the  cap- 
telists,  and  do  not  otherwise  provide  for  the  saving  of 
wealth,  our  society  as  a  whole  will  have  perforce  to  work 
Imder  for  its  daily  bread.  The  foregoing  purely  objec- 
tive observations  we  recognize  as  economic  principles 
wbich  Adam  Smith,  Ricardo  and  Malthus  elaborated  and 
and  these  contributions  at  least,  must  not  be 
among  the  '^  tissue  of  false  conclusions  "  which 
flie  classicists  are  supposed  to  have  constructed  from 
bbe  psychological  assumptions. 

To  illustrate  further:  The  '*  law  of  variable  propor- 
lioiLB ''  is  a  name  given  to  an  external  fact  which  shapes 
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the  world's  values  no  less  than  do  the  reason  and  pas- 
sions of  men  —  the  fact  that  in  most  productiye  proc- 
esses, an  increased  use  of  one  ingredient,  all  others 
remaining  stationary,  will  result  in  a  larger  total  prod- 
uct, but  in  a  lessening  proportion  to  the  units  of  the 
ingredient  which  is  being  increased.  If  you  are  smdting 
iron,  or  making  shoes,  or  growing  wheat,  3rou  will  find 
that  increasing  applications  of  ccMtl  or  leaHier  or  lab(Nr, 
the  other  factors  in  the  processes  remaining  the  same, 
will  yield  less  and  less  increase  in  the  output  of  pig  iron 
or  shoes  or  wheat.  The  most  advantageous  combina- 
tions are  based  on  natural  laws,  or  "  habits  of  matter,'' 
which  our  technology  takes  increasing  advantage  d 
(through  processes  in  part  psychological)  but  cannot 
change.  Under  no  conceivable  social  arrangements  can 
the  superabimdant  elements  be  made  as  valuable  as  the 
less  abimdant,  or  limiting,  elements. 

Without  attempting  to  enumerate  the  special  phys- 
ical, mechanical,  geographical  or  biological  facts  and 
uniformities  which  economic  science  must  use  as  prescip- 
positions,  there  is  still  another  sense  in  which  economic 
principles  are  independent  of  human  volitions.  Eco- 
nomic theory  treats  of  means  of  economizing,  or  using 
without  waste,  the  limited  resources  which  nature  af- 
fords to  satisfy  men's  wants.  Men  usually  try  to  get  as 
much  coat  as  possible  out  of  their  cloth,  and  economicB 
gives  them  some  information  as  to  how  to  aocomplidi 
that  result  on  a  large  scale.  They  can  accomplish  it  only 
by  acting  reasonably,  it  is  true.  But  suppose  you  can 
point  out  a  group  of  people  who  have  irrational  and  ulh 
economic  ideas  which  they  prefer  to- follow:  does  tiiak 
prove  the  theory  to  be  unreal  and  irrelevant  to  actual 
life?  Let  us  see.  The  Indians  of  Paraguay,  according  to 
the  accoimt  cited  by  Mill,  sometimes  killed  for  supper  tiie 
oxen  which  the  missionaries  had  given  them; "  fhvr%\mf^  | 
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when  lepreheDded,  that  they  sufficiently  excused  them- 
setves  by  saying  they  were  hungry/'  ^  Their  conduct 
was  '*  natural ''  enough,  but  it  was  not  **  economic ''  — 
that  is,  it  did  not  work  economically.  Since  there  are 
other  peoples  in  the  world  who  keep  their  oxen  for  work, 
and  eventually  need  more  land,  there  is  every  prospect 
that  the  Paraguayans  will  be  eventually  displaced  by 
them.  Hence  the  principles  of  economy  are  not  exactly 
"  idle  tho  true,''  even  if  not  practiced  by  every  one.' 

But  the  foregoing  instances  of  the  purely  objective 
fiubjectrmatter  in  economics  must  have  called  to  mind 
several  psychological  principles  which  are  closely  asso- 
ciated with  such  physical  data  as  these,  throughout 
eoonomie  discussions.    We  are  accustomed  to  think  of 
the  Malthusian  law  of  animal  fertility  in  connection 
with  the  theory  of  wages,  an  essential  part  of  which  is 
the  doctrine  that  human  self-restraint  keeps  population 
within  the  physiological  maximum  in  practically  every 
civiliiation.    It  may  restrain  the  increase  only  to  the 
p(mt  where  a  very  scanty  subsistence  can  be  earned  by 
each  man,  or  it  may  under  certain  circumstances  main- 
tain a  much  better  *'  standard  of  living  "  by  placing  a 
■ifficient  check  upon  reproduction.   Besides  this,  every 
theory  of  wages  must  make  several  further  psychologi- 
eal  assumptions  concerning  the  motives  to  work  and  to 
idknesB,  the  relations  of  differences  in  wages  between 
ooeapations  and  within  occupations  to  maximum  effort ; 
die  theory  of  human  nature  implied  in  the  concept  of 
MDrcampeting  groups;  the  effects  of  various  wage  sys- 
tems and  of  scientific  management;   the  mobility  of 
labor,  how  affected  by  '^  non-economic  "  motives ;  and  so 
en.   If  we  assume  that  men  will,  in  general,  work  as 
effectively  for  a  smaller  as  for  a  larger  wage,  our  con- 

>  MSI,  MMipIti,  Bk.  I.  cbH».  xi.  I  8. 

*  Sm  I  ■■■ill  bj  Ftcitmot  T.  N.  Carver  ak»c  this  line  in  "  IlieBehATioriatio 
QiMUtwIf  Joantd  of  Eeooomiot,  rcH.  nadii,  pp.  196-199,  Norember,  1918. 
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elusions  will  point  toward  the  desirability  of  equal  wages 
to  all  workers.  In  any  treatment  of  labor  problems  and 
industrial  peace,  the  other  himian  nature  elements  are 
of  course  many  and  various. 

Again,  mention  of  the  technical  advantage  of  ci^itai 
and  the  division  of  labor  calls  up  many  subtle  discufr- 
sions  of  the  motives  which  induce  and  counteract  savings 
the  "  preference  for  present  over  future  goods  " ;  and  we 
remember  some  questions  about  the  motives  which  the 
business  man  has  for  buying  the  present  goods,  laundi- 
ing  them  into  roimd-about  production,  and  agreeing  to 
pay  interest.  Some  kind  of  subjective  resistance  against 
saving,  which  apparently  has  to  be  overcome  by  the  pay- 
ment of  interest,  has  long  been  a  fundamental  assump- 
tion in  economic  theory;  and  most  economists  bdieve 
that  the  size  of  the  anticipated  business  profits  has 
something  to  do  with  the  energy  and  shrewdness  of  the 
business  man.  It  depends  on  our  presupposition  as  to 
his  motivation  whether  we  consider  his  income  above 
some  wage  standard  as  '^  earned  "  or  as  **  rent "  or 
"  surplus." 

And  to  the  above  assertion  that  external  laws  of  na- 
ture prescribe  the  advantageous  combinations  of  tools 
and  labor,  a  "  psycho-economist "  might  rejoin  tiiat 
these  combinations  are  not  to  be  taken  for  granted— 
they  would  never  be  realized  but  for  hiunan  ingenuityi 
and  that  the  currently  accepted  processes  are  in  turn 
powerful  institutions  for  molding  the  rising  generaticm's 
ideas  of  natural  law.  It  is  true  that  invention,  and  ft^ 
state  and  progress  of  the  arts,  are  factors  in  wealth  vdiicb 
the  economist  cannot  help  but  take  account  of,  and  if 
he  constructs  any  theory  about  them,  it  must  be  with 
the  aid  of  psychological  analysis.  The  '^  state  (rf  Ae 
arts  "  may  for  static  purposes  be  assumed  as  an  objee- 
tive  condition  like  the  weather,  but  anyone  who  is  inter* 
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ested  in  increasing  social  welfare  and  control  over  nature 
will  not  be  content  to  stop  there.  He  will  ask  how  has 
pfogress  in  the  arts  been  brought  about  in  the  past,  and 
how  can  it  be  accelerated  in  the  future  ?  The  patent 
monopoly  system  is  based  on  a  theory  of  inventive 
human  nature;  that  men  are  more  likely  to  contrive 
usrful  devices  when  they  are  assured  of  protection  in 
reaping  their  benefits  than  when  not.  It  was  one  of  the 
projects  Bentham  thought  most  necessary  for  the  im- 
provement of  human  society.^  Some  modem  theorists, 
with  different  presuppositions,  class  patent-monopoly 
gains  as  '^  imeamed  surplus  "  along  with  illegal  mo- 
nopoly gains.  The  question  is,  however,  not  solely  what 
kind  of  motives  actually  control  conduct,  but  partly, 
what  kind  of  conduct  controls  the  environmental  factors 
most  successfuUy. 

It  may  even  have  seemed  incorrect  to  speak  of  the 
"  law  of  variable  proportions  "  as  a  purely  objective 
£act,  so  closely  has  it  been  connected  in  economics  with 
the  theory  of  value  and  the  subjective  elements  thereof. 
The  principle  is  referred  to  usually  to  show  why  the 
more  abundant  productive  elements,  of  which  more 
units  would  not  make  much  difference  in  the  output,  in- 
evitably have  less  value  to  the  people  who  want  the 
finished  product  than  have  the  scarcer  elements,  of 
which  more  units  would  greatly  increase  the  finished 
product.  The  laws  of  value  are  tjrpical  of  that  double 
dependence  upon  mental  operations  and  physical  con- 
ditions which  characterizes  so  large  a  part  of  the  subject- 
matter  of  economics.  Altho  scarcity  of  an  object  in  the 
external  world,  relative  to  men's  desires  for  it,  is  essen^ 
taal  to  its  having  economic  value,  yet  such  value  is 
equally  dependent  on  some  one's  wanting  the  object, 
and  many  of  the  actual  phenomena  of  value  are  due  to 

I  Jeremy  BenUuun*  The  RatioDale  of  RewArd  (1830).  p.  318. 
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differences  in  the  intensity  of  wants  ^p^ch  people  have 
for  different  units  of  goods.  Tlie  law  of  HTminidimg 
utility,  a  purely  psychological  postulate,  ^ving  greater 
precision  to  the  tendency  of  exchange  vahie  of  a  com- 
modity to  decrease  as  the  supply  of  the  commodity  is 
increased,  has  rendered  very  great  service  in  economic 
analysis.  If  other  equally  regular  principles  could  be 
discovered  regarding  the  generation  and  mutaticHis  of 
the  wants  with  i^diich  economic  science  starts,  <hqr 
might  be  equally  useful,  especially  if  we  believe  that  a 
closer  correspondence  between  actaal  consumers'  wants 
and  real  needs  is  desirable. 

When  we  proceed  from  utility  to  price,  more  psy- 
chology becomes  necessary.  Some  further  aasomptioDS 
regarding  the  motives  to  competition  and  toward  mak- 
ing provision  for  wants  must  be  made.  We  usually 
assume  the  predominance  of  sdf-interest,  so  far  as  eco- 
nomic behavior  is  concerned ;  or  we  generalise  that  men 
strive  to  get  the  largest  amount  of  material  wdl-bdng 
for  the  least  sacrifice;  and  of  course  we  assume  that  men 
in  general  know  their  interests  and  the  means  of  advanc- 
ing them,  in  the  existing  state  of  the  arts.^  Wherever  it 
appears  that  these  conditions  are  not  present,  we  make 
qualifications  of  the  more  general  laws  which  do  pre- 
suppose them. 

There  is  one  more  group  of  subjects  which  illustrates 
the  large  part  which  presumptions  as  to  motives  play  in 
economic  investigations  —  the  subjects  of  inheritance, 
monopoly  profits,  rents  of  natural  agents,  and  differen- 
tial gains  of  all  kinds,  with  their  related  problems  of 
taxation.  Pure  rent  and  monopoly  gains  are  usually 
thought  to  be  peculiarly  fit  objects  of  heavy  taxation. 


1  See  the  diBcunion  of  i^remiaee  in  J.  M.  Keynes,  8o(q>e  And  Method  of 
InTCStication,  pp.  240-246;  also  ch^.  4.  The  two  assumptions  just  montioosd,  sksc 
with  the  principle  of  diminishing  utility,  are  considered  the  most  inqMrtaat  psjdiologi- 
cal  postulates  by  the  methodologists.  Kesmes  mentions,  howvrer,  a  number  of  ipeeisl 
problems  where  other  psychical  forces  must  be  taken  into  account  (pp.  129-184). 
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Why?  Because  the  services  for  which  they  are  paid  are 
not  the  result  of  labor  or  saving  on  a  competitive  basis, 
and  especiaDy  because  heavy  taxation  will  not  lessen 
the  supply  of  those  services.  The  full  amount  which 
the  traffic  will  bear  need  not  necessarily  be  paid  to  the 
ownies  of  land  or  monopolies,  in  order  that  the  com- 
munity may  get  the  fuUest  po^ble  output.  Heran 
seems  to  lie  the  vital  distinction  between  such  incomes 
and  interest  and  wages.  In  dealing  with  the  mstitution 
of  inheritance,  one  of  the  chi^  questions  is  what  r61e  it 
occupies  in  inducing  accumulation  of  wealth.  The  pros- 
pect of  bestowing  property  upon  one's  descendants  at 
his  death  is  ordinarily  supposed  to  be  a  strong  motive 
for  saving,  and  if  estates  were  taken  entire  or  taxed  too 
heavily  by  the  state,  there  would  be  less  incentive  to  the 
owner  to  save,  and  more  inducement  to  consume  his 
property  in  his  lifetime. 

There  is  a  third  set  of  assumptions  necessarily  made 
by  economic  theory,  not  of  physical  or  psychological 
laws,  but  of  social  facts  having  chiefly  a  mental  origin; 
namely,  the  l^al  and  social  institutions,  under  which 
economic  life  is  carried  on.  We  must  assume  some  kind 
of  government  which  maintains  order  and  enforces  cer- 
tam  rules  relating  to  property.  What  these  rules  are, 
may  vary  with  different  societies,  and  we  may  vary 
them  in  our  h3rpotheses,  with  consequent  variations  in 
oar  conclusions.  It  is  obvious  that  the  production  and 
distribution  of  wealth  will  take  very  different  forms, 
according  as  distribution  is  on  the  basis  of  physical 
foroe,  political  competition,  or  economic  competition 
under  the  institution  of  private  property.  The  govern- 
ment, as  Mill  pointed  out,  might  be  considered  a  factor 
in  production,  since  it  is  a  labor-saving  device.  Hardly 
less  pervasive  in  effect,  through  the  ''  plane  of  competi- 
tion  "  are  the  various  customary  codes  of  business  and 
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professional  ethics.  All  such  institutions  are  human 
collective  habits,  based  on  unconscious  custom  or  delib- 
erate social  will,  and  as  we  come  to  understand  them 
better  we  are  able  consciously  to  modify  them.  The  dvil 
laws,  of  course,  we  are  changing  every  day,  and  in  the 
course  of  time  the  acciunulation  of  such  changes  makes 
great  differences  in  the  economic  situation.  Custom 
and  tradition  are  less  amenable  to  voluntary  refashion- 
ing, but  ''  public  opinion  "  can  yet  be  influenced  de- 
liberately, by  skilful  appeal  to  popular  sentiments. 

Now,  to  consider  the  most  probable  effects  on  eco- 
nomic phenomena  of  the  more  plausible  changes  in  gov- 
ernmental action,  and  in  the  other  institutions  whidi 
affect  it,  as  well  as  conjectural  changes  in  the  arts,  in 
population,  and  in  the  acciunulation  of  capital,  is  tiie 
task  of ''  dynamic  theory  "  in  economics.^  The  dynamic 
theory  which  considers  institutional  changes  is  obliged 
to  pass  some  judgment  as  to  the  compatibility  of  such 
hypothetical  innovations  with  human  nature,  of  wkddi 
more  in  detail  later  herein. 

The  foregoing,  then,  are  some  of  the  connections  in 
which  psychological  postulates  are  used  in  economic 
theory.  In  this  article  we  have  not  so  far  made  any 
attempt  to  determine  what  are  the  most  satisfactory 
psychological  postulates  in  the  various  problems  mai- 
tioned,  nor  have  we  attempted  completeness  of  enumera- 
tion. The  attempt  was  simply  to  make  clear,  by  ample 
illustration,  the  point  that  many  of  the  foimdations  of 
economic  theory  are  secure  against  any  possible  fluctuflr 
tions  in  the  science  of  psychology;  but  neverthelees 
there  are  a  niunber  of  the  most  important  problems  in 
theory  which  require  psychological  principles  for  theor 
solution.    We  have  thus  tried  to  avoid  the  confusions 

1  See  J.  S.  MiU.  Prinoiplee,  Bk.  IV.  chap,  i;  J.  B.  Clark,  '*  The  Future  of 
Theory,*'  Quarterly  Journal  of  Economics,  voL  xiii,  pp.  1-14  (1890),  ete. 
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and  errors  which  arise  from  any  overestimation  of 
either  group  of  factors. 

Another  generalization  may  be  hazarded.  The  psy* 
chology  which  is  of  use  to  economics  is  that  which  relates 
to  the  motives,  or  springs  to  human  action.^  In  all  the 
problems  of  theory  we  cited,  the  psychological  assump- 
tions were  always  as  to  what  induces  the  human  agent 
to  work,  to  contrive,  to  save,  to  part  with  his  goods.  If 
we  turn  to  the  use  of  psychology  in  vocational  economic 
fidds,  by  the  salesman,  the  advertiser,  or  the  employ- 
ment manager,  we  shall  find  it  is  the  secret  of  arousing 
people  to  some  kind  of  economic  activity  that  is  sought 
in  each  case.  There  are  numerous  technical  problems 
subadiary  to  motives,  to  be  sure,  with  which  tiie  econ- 
omist is  concerned  —  the  processes  of  choosing  be- 
tween one's  wants,  for  instance,  and  of  reasoning  as  to 
the  means  of  satisfying  those  felt  most  urgently,  or  of 
arousing  new  wants  in  other  people.  But  all  these  are 
included  in  the  psychology  of  motives;  and  it  is  upon 
this  psychology  that  we  draw  (from  our  own  observa- 
tions, or  whatever  other  source)  when  we  attack  such 
problems  as  those  in  value  and  distribution  which  we 
have  cited.  Consequently  it  is  only  by  adding  signif- 
icantly to  our  knowledge  of  motives  that  the  psychol- 
o^st  can  help  us  with  our  own  theory;  and  here  only 
so  far  as  our  explanations  do  imply  certain  incentives 
to  economic  conduct  —  not  throughout  the  whole  of 
economic  theory. 

Another  useful  preliminary  will  be  a  comparison  of  the 
terms  "  motive  "  and  "  cause."  Since  a  motive  may 
usually  be  described  introspectively  as  an  anticipation 
of  a  desired  result,  together  with  an  apprehension  of  the 
causal  sequence  between  some  action  in  the  agent's 
power  and  the  desired  end-effect,  it  seems  that  the 

>  Compare  Prof e— or  Tauauc  Prindplet,  ehap.  54. 
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future  event  in  some  sense  causes  the  present  action, 
and  the  ordinary  temporal  sequence  between  cause  and 
effect  is  reversed.  **  Teleology ''  is  apparently  of  a  diff^- 
ent  order  than  '^  cause  and  effect/'  and  in  this  distinc- 
tion Professor  Veblen  has  found  an  occasion  for  reading 
economics  out  of  the  ranks  of  the  modem  sciences.  Its 
logic,  he  says,  is  that  of  ''  sufficient  reason,"  and  it  has 
no  room  for  the  more  pervasive  law  of  causation.^  This 
is  to  take  what  Professor  Holt  calls  the  '^  bead  view ''  of 
causation,  which  has  been  discarded  in  physics  —  the 
view  that  cause  and  effect  push  one  another  along  in 
firagments  like  marbles  in  a  row.*  The  more  accurate 
functional  concept  of  causation  is  perfectiy  consistent 
with  himian  purpose  and  foresight.  The  cause,  in  either 
case,  is  simply  the  object  or  process  of  which  the  otbtf 
process  (the  himian  behavior)  is  some  kind  of  constant 
(mathematical)  function.  The  anticipated  future  satia^ 
faction  may  be  a  part  of  the  cause  of  today's  labor,  in 
that  its  realization  is  related  to  certain  present  signs 
which  serve  as  the  immediate  stimulus  to  the  laborer's 
activity.  An  unprejudiced  view  of  motive,  therefore,  is 
the  whole  situation  —  that  the  man  is  prepared  to  exe- 
cute some  definite  course  of  action  with  regard  to  some 
object  or  system  of  objects  in  his  environment  —  his 
behavior  is  a  function  of  that  object. 

An  economic  motive  is  one  which  results  in  behavior 
that  affects  wealth,  or  in  economic  activity;  tho  the 
wealth  need  not  necessarily  be  the  stimulus  or  even  part 
of  the  stimulus.  It  is  a  commonplace,  even  in  economie 
texts,  that  the  economic  motives  are  often  very  complex 
when  one  looks  beyond  the  desire  for  wealth  —  we  want 
a  certain  position  not  only  for  the  larger  salary,  whidi 
wiU  partly  mean  an  easier  time  for  our  wife,  but  because 

1  T.  Veblen.  "  The  limiUtionB  of  Marginal  Utility,"  JounuJ  of  PoUtieal  Eoooony. 
▼oL  xvii,  p.  623  (1909). 

*  £.  B.  Holt,  The  fVeudian  Wish  (1915),  pp.  157  ff. 
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we  cao  tive  in  the  suburbs  and  appear  to  be  getting  on 
in  the  world  and  have  Saturday  idftemoons  off  to  play 
golf.  XJsuallyi  possibly  always,  as  economists  we  can 
safely  shorten  the  expression  and  say  ''  The  man's  mo- 
tive is  to  make  money '';  but,  as  the  writer  hopes  to 
show,  the  economist  will  gain  niunerous  advantages 
from  knowing  as  much  as  possible  about  the  whole 
formula. 

It  is  doubtless  unnecessary  to  call  attention  here  to 
the  wider  bearings  which  any  real  improvement  of  our 
knowledge  of  human  nature  has  upon  social  welfare, 
altho  it  is  hard  to  avoid  being  deceived  by  the  abstract 
language  of  science  into  thinking  of  it  as  an  '^  academic 
question/'   The  economist,  even  tho  he  may  have  little 
taste  for  theory,  wiU  have  no  difficulty  in  visuaUzmg  be- 
hind the  theoretical  problems  we  have  mentioned,  such 
practical  issues  as  tax  systems,  poor  laws,  judgments  on 
trade  policies,  and  all  sorts  of  public  regulations  on  busi- 
ness; such  issues  as  state  ownership  of  railroads  or  other 
means  of  production,  and  above  all  the  old  issue  of  col- 
lectivism or  socialism.   All  these  are  argued  partly  upon 
iival  theories  of  motivation,  and  in  the  question  of 
socialism  this  element  is  especially  large  —  what  is  con- 
stant and  what  is  variable,  and  how  is  it  variable,  in 
human  nature  ?  ^   The  competitive  order  is  to  be  justi- 
fied, if  at  all,  upon  the  assumption  that  it  provides  the 
best  stimulus  to  strenuous  and  economically  directed 
efforts  in  that  production  of  wealth  which  secures  man's 
eommand  over  nature,  at  the  same  time  providing  the 
maximum  of  personal  tiberty.    If  that  hypothesis  is 
HQflound,  equal  distribution  must  be  the  just  one. 

If  we  turn  to  the  field  of  politics  and  government,  we 
find  questions  of  human  nature  as  the  inevitable  legacy 
of  Plato  and  his  predecessors.  Almost  the  chief  problem 

>  8m  a.  WagMT,  Gnmdlecnng  der  potttiiohan  Oekooomie,  3d  ed.  (1802),  i»p.  72  ff. 


390  QUARTERLY  JOURNAL  OF  ECONOMICS 

for  schemes  of  international  organization  to  keep  the 
peace  during  the  centuries  has  been  —  why  do  men 
fight  ?  If  we  examine  the  fundamental  differences  of 
opinion  in  ethics  and  education,  we  shall  find  that  most 
of  them  might  be  reconciled  by  an  accurate  knowledge 
of  the  original  elements  in  motives,  and  the  true  prin- 
ciples of  their  development.  At  any  rate,  doubts  would 
be  removed  as  to  the  best  means  of  increasing  knowledge 
and  moral  or  socially  desirable  behavior;  while  many  of 
the  apparent  divergencies  between  the  rival  ultimate 
aims  would  probably  disappear. 

So  far  as  psychology  has  really  a  place  in  economic 
theory,  therefore,  the  results  to  which  it  leads  us  tnw- 
late  themselves  iato  some  of  the  gravest  enterprises  d 
life;  and  upon  them  the  commxmity  does  or  should  lode 
to  the  economist  for  help.  He  is  often  despised,  to  be 
sure,  as  impractical,  but  he  must  comfort  himself  by  the 
reflection  that  by  investigations  in ''  pure  theory ''  time 
and  effort  are  in  the  long  run  economized,  because  the 
undesirable  results  of  some  experiments  which  mi^t  be 
made  in  actual  life  (witness  the  Bolshevik  laboratory) 
can  be  shown  without  the  time  and  expense  and  misery 
of  making  the  social  experiment.  It  is  about  the  same 
advantage  that  multiplication  has  over  coimting  on  the 
fingers  —  a  short-cut  through  experiment. 

The  most  severely  practical  man,  of  course,  is  a  theo- 
rist, ia  that  he  constantly  works  with  principles  which  he 
believes  true  without  verifying  them  ia  every  instance. 
The  practical  man,  in  deciding  for  himself  what  shook! 
be  done  about  the  railroads  or  some  other  problem,  is 
guided  by  his  working  theory  as  to  the  general  run  d 
men's  motives.  If  you  ask  him  why  he  believes  his  own 
theory,  he  will  say  it  is  based  on  his  own  observation  — 
he  has  not  dealt  with  so  many  of  his  fellow-creatures  for 
nothing.    Doubtless  there  is  much  truth  in  this  ass^ 
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tion,  but  stilly  people  do  not  realize  how  much  the 
''  common  sense  "  of  their  time  owes  to  the  scholarly 
and  advanced  scientific  views  of  a  few  generations  be- 
fore, which  views  are  always,  to  a  considerable  extent, 
in  harmony  with  everyday  experience,  but  which  are 
replaced  by  other  philosophies  that  seem  to  account  for 
rtin  more  of  the  facts.  The  conservation  of  matter  and 
energy  are  common  sense  today,  but  in  Priestley's  time 
tfa^  were  not.  To  a  later  generation  the  transmutation 
of  dements  may  be  common  sense,  founded  on  daily 
experience,  as  it  was  supposed  to  be  in  the  days  of  the 
aldiemists. 

When  we  consider,  then,  the  import  which  the  real 
and  elemental  laws  of  hmnan  nature  have  (could  they 
bat  be  discovered)  for  our  judgments  and  policies  to- 
ward afanoet  all  our  social  institutions,  we  can  better 
qonpathize  with  the  avidity  with  which  both  the  lay 
and  the  scientific  world  seize  upon  any  alleged  discovery 
in  psychology.  The  columns  of  stuff  in  the  papers  and 
magazines,  and  the  somewhat  more  sober  articles  in  the 
social  science  periodicals,  applying  in  innumerable  direc- 
tions the  teachings  of  James,  McDougall,  Freud,  Binet 
and  so  on,  are  not  to  be  ascribed  merely  to  a  fad. 
Many  of  them,  no  doubt,  are  improper  applications  of 
doctrines  which  in  themselves  are  false;  but  such  wide 
notice  of  these  theories,  purporting  to  explain  human 
nature  more  accurately  than  had  the  philosophy  or 
common  sense  of  former  generations,  is  perfectly  justi- 
fied by  the  great  utility  which  more  really  accurate 
information  on  ihe  subject  would  have. 

We  are  concerned  here  with  the  importations  of  new 
psychology  into  economic  theory.  Our  foregoing  re- 
marks as  to  the  existence  of  a  psychological  content  in 
theory  and  its  implications  are  doubtless  conceded  to  be 
true,  if  trite,  but  now  we  come  to  the  real  problems  of 
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our  paper.  The  issue  is  not,  do  we  need  any  psychology, 
but  do  we  need  any  more  psychology,  or  any  imiHrove- 
ment  on  the  psychology  we  are  now  using  ?  '*  Some 
unsettled  questions  "  are  the  following:  Are  the  psycho- 
logical assumptions  which  the  prevailing  economic 
theory  makes  sufficiently  valid  ?  Are  they  exemplified 
in  the  workings  of  real  men's  minds  and  in  their  choices; 
or,  if  not  xmiversally  true,  do  they  hold  of  a  sufficient^ 
large  nimiber  of  men  to  make  ihem  adequate  for  the 
economist's  purposes  ?  Or,  if  the  assumptions  now  made 
are  true  as  far  as  they  go,  can  they  be  added  to  with  profit 
to  the  science  ?  More  specifically,  is  there  anything  new 
in  the  science  of  psychology  which  necessitates,  if  true, 
any  change  in  economic  theory  ?  If  so,  what  is  it  and 
what  changes  does  it  imply  ?  As  was  said  at  the  begm- 
ning,  many  economists  are  unconvinced  that  such  im- 
portations as  have  been  made  are  necessary  or  useful^ 

The  coiu'se  of  the  discussions  on  this  point  in  econoDue   . 
literature  is  sufficiently  well  known  so  that  the  briefest 
chronological  iadication  of  it  will  be  enough  for  present  j 
piuposes.    The  Grerman  historical  school  began,  socm 
after  the  middle  of  the  nineteenth  century,  to  dissmt 
from  the  classical  economists'  assumption  of  self-interest 
in  the  pursuit  of  wealth  as  a  general  human  charactei^    . 
istic,  and  they  have  gathered  nmnerous  adherents  in 
other  coimtries  from  that  time  to  this.    In  the  United 
States,  after  the  marginal  utility  theory  had  been  intro- 
duced, a  discussion  was  started,  apparently  by  President 
Hadley  in  1894,'  as  to  whether  that  theory,  and  peifai^ 


1  See  the  vi^orouB  review  by  A.  C.  WhiUker  of  Feiter't  Eoononiie 
PoUtioal  Science  Quarterly.  toL  zzzi,i>p.  43(M44  (1916);  and  Prafenor  Ovrw't  brirf 
article  on  "  The  Behavioriatie  Man  **  already  dted;  also  eitatioos  of  apiakaM  ttat 
peyohologixins  ia  unneceanry  for  the  eoonomiat  in  W.  C.  BiitdkeD's  "  Haman  Behsviof 
and  Eoonomica."  Quarterly  Journal  of  Eoonomios,  NoYember,  1914. 

>  A.  T.  Hadley,  "  Recent  Tendendeein  Eoonomio  literature."  Tale  Beriew,  NovMi* 
ber.  1894 ;  H.  W.  Stuart. "  The  Hedonistio  InterpreUtioii  of  SabjeetiT«  Valne."  JoondL 
of  Political  Economy,  toL  It.  pp.  64-84  (1895);  VeUen.  artiolea  eitad  in  next  nhnami 
Davenport.  Value  and  Diatribittion  (1908).  and  othen. 


BBCENT  PSYCHOLOGICAL  DEVELOPMENTS        393 

ihe  whole  of  economic  theory,  did  not  need  considerable 
qualification  or  change  of  view,  on  account  of  the  doubt- 
hil  validity  of  its  hedonistic  psychological  assumptions. 
Professor  Veblen,  in  the  later  '90's  and  in  subsequent 
years  called  the  established  body  of  economic  science 
such  names  as  ''  taxonomic ''  and  ^*  non-evolutionary '' 
because  of  its  alleged  hedonistic  psychology  and  tele- 
fdog^cal  iduloeophy,^  and  he  has  during  that  time  been 
demonstratmg  how  ''  evolutionary  "  or  ^'  genetic ''  eco- 
nomies should  be  written.'    In  1910  Professor  W.  C. 
Mitchdl  joined  the  attack  on  Veblen's  lines,  armed  with 
the  eoiinent  English  psychologist  McDougall's  dictum 
that  "it  would  be  a  libel,  not  altogether  devoid  of 
truth,  to  say  that  the  classical  political  economy  was  a 
tissue  of  false  conclusions  drawn  from  false  psychologi- 
cal assumptions.''*  More  recently  there  have  been  sug- 
gestions toward  revamping  economic  theory  by  means  of 
certain  modem  psychological  principles  from  Professors 
Hobeon,  C.  H«  Parker,  W.  F.  Ogbum,  B.  M.  Anderson, 
Jr.,  C.  H.  CSooley,  J.  M.  Clark,  W.  H.  Hamilton  and  others. 
Ftafessor  Taussig^  and  some  other  eminent  American 
tiieorists  have  recognissed  the  important  part  which  the 
pqrchology  of  instinct  may  play  in  certain  economic 
phenomena  —  particularly  in  the  contentment  of  indus- 
trial woii^ers  —  but  they  have  not  seen  that  the  cur- 


I  Thonlaiii  Vebleii,  **  Wby  Eeooomic*  it  not  an  Erolutioiiary  Soienoe,*'  Quarterly 
iBonalof  Beonomks,  toL  sii,  i»p.  373-307  (1898);  "  The  Preoonoeptioiis  of  Economio 
Mum,'*  Qnvteriy  Jbanua  of  Beonomioe,  toI.  ziii.  pp.  121-160,  806-426  (1880),  and 
ML  dr.  pp.  240-260  (1000);  "  The  limiUtions  of  Marginal  UtiUty/'  Journal  of  PoUti- 
mAMoauomj,  roL  xvii,  pp.  620-636  (1909). 

*  Iteorj  of  the  Leitiire  CaaM  (1800) ;  Theory  of  BusineM  Enterprise  (1004) ;  Inetinot 
tf  WoriBMMUp  (1018),  eto. 

*  QaoCation  ia  from  W.  McDoocall,  Introduetion  to  Social  Pttyohology.  12th  ed.. 
It  11  (Uled.  about  1008).  Profenor  MiteheD'a  arUde  was  "  The  RationaUty  of  Eoo- 
■nfe  AfltiHty,"  Journal  of  PoBtieal  Economy,  vol.  zviii,  pp.  07-113;  107-216  (1010). 
Bi  has  iiBoe  written  sereral  artiolea  on  reaUstio  psychology  for  economists.  See  his 
"Bmmm.  Beh*Tior  and  Eeonomics:  A  Survey  of  Recent  literature,"  Quarterly  Journal 
tf  Bsewmtiea,  toI.  niz,  pp.  1-47  (1014),  and  "  The  RAle  of  Money  in  Economio 

'  riniiWMllnti  of  the  American  Economio  Association  (1016),  pp.  140-161. 

*  Ittventota  and  Monsymakers,  1016. 
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rent  economic  theory  needed  revision  in  the  li^t  of  it 
A  number  of  still  other  writers,  inchiding  Prcrfeesor 
Marshall,  have  gradually  changed  their  phraseology  as 
to  utility  so  as  to  avoid  the  implication  of  a  hed<Hiistie 
account  of  motivation.^  Professor  Fetter  has  done  tfaii 
with  quite  an  air  of  reform,  but  neither  he  nor  the  othen 
of  this  latter  group  have  made  any  substantial  change  ii 
the  economic  analysis  as  a  result.  The  prevailing  atti* 
tude  seems  to  be  Hiat  so  far,  no  results  of  psy chdk)gicdi , 
research  have  been  brought  into  economic  discussioi 
which  call  for  any  radical  revision  of  theory;  and  there* 
fore  we  will  use  our  accepted  psychological  ix)6talatei^ 
which  are  abundantly  verified  by  ev^yday  observe*  | 
tion,  until  the  p^chologist  brings  forth  in  convinciBC 
fashion  some  revision  of  them  which  will  make  a  red] 
difference  in  our  theory. 

In  order  to  determine  whether  this  conclusion  is  eoi^J 
rect,  or  whether  it  ends  the  matter  until  a  pi 
accredited  psychologist  appears  with  some  more  signif*] 
icant  discovery,  it  is  necessary  to  make  an  analjrtiflltl 
examination  of  the  general  drift  of  the  main  criticisntf 
and  of  the  replies  which  affirm  that  no  revision  of  eech 
nomic  theory  is  needed.  The  present  writer  bdieM: 
that  grounds  will  be  shown  for  a  further  inquiry  into 
the  psychology  of  motives  in  the  interests  of  ecaaaor 
ics,  and  perhaps  some  irrelevant  points  of  the  criticiaBi 
can  be  eliminated  from  further  discussion.  The  critihl 
cisms  (and  replies  to  them)  fall  into  about  six  cocmt^l 
five  of  which  are  based  on  relatively  "  new  "  psychokfif; 

1.   The  Hedonistic  Foundation.  —  The  first  point 
criticism  is  that  the  hedonistic  conception  of  ''  utilitfi''^ 
the  assumption  that  pursuit  of  pleasure  and  avo» 
of  pain  are  men's  fundamental  motives,  and  the 

>  See  dUtioDS  of  chengee  in  MHcheD'a  mrtiele,  *'  Tike  RAle  of  Moner  in 
TlMory  '*  above  referred  to. 
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eompanying  presupposition  that  men  customarily  rea- 
son out  the  means  available  to  them  for  securing  pleas- 
ure and  act  so  as  to  get  the  maximum  of  it,  must  all 
be  thrown  into  the  discard,  because  of  the  doom  pro- 
nounced on  them  by  psychology;  and  consequently 
ecfffiomiBts  should  get  a  better  psychological  content  to 
pot  into  their  place.  On  this  point  the  critics  have  been 
[y  tho  they  have  gone  on  to  very  different  points  of 
iction.  Psychological  hedonism  has  been  under 
the  fire  of  ethical  writers  for  centuries,  but  the  way  its 
''  explosion  "  came  about  in  the  science  of  psychology 
seems  to  have  been  about  as  follows:  The  instincts, 
animal  and  human,  had  long  been  studied  and  admired, 
but  psychologists  considered  them  unimportant  in  adult 
fife  imtil  about  the  last  quarter  of  the  nineteenth  cen- 
tury. Then  several  psychologists  and  biologists,  notably 
WilUam  James  and  Jacques  Loeb,  b^an  to  attach  much 
gieater  significance  to  these  imleamed  acts  and  reflexes 
as  keys  to  psychological  explanation.  They  also  noticed 
tiie  mechanical  and  automatic  character  of  habit,  and 
its  pervasiveness  in  aU  human  and  annual  conduct.  By 
1890  James  is  publishing  his  great  Principles  of  Pay  choir 
0giff  wherein  he  discourses  on  the  niunber  and  character- 
istics of  the  instincts  he  believes  men  to  use  throughout 
fife,  and  on  the  similar  mechanisms  of  habit.  The  neural 
basis  of  ''ideomotor  action"  is  a  little  vague,  but  here, 
he  thinks,  is  another  source  of  spontaneous,  unreflective 
aetions.  And  so,  in  his  chapter  on  the  Will,  after  ad- 
mitting the  usual  force  of  agreeableness  and  disagree- 
aUeness  in  promoting  behavior,  he  says : 

So  widespread  and  searching  is  this  influence  of  pleasures  and 
pains  upon  our  movements  that  a  premature  philosophy  has  decided 
ttat  these  are  our  only  spurs  to  action,  and  that  wherever  they  seem 
to  be  absent,  it  is  only  because  they  are  so  far  on  among  the  "  re- 
flioter  "  images  that  prompt  the  action  that  they  are  overlooked. 

Hub  is  a  great  mistake,  however.  Important  as  is  the  influence 
of  pleasuies  and  pains  upon  our  movements,  they  are  far  from  being 
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our  only  stimuIL  With  the  manifeBtatioiis  (rf  instinot  and  emotkuial 
expression,  for  example,  they  have  absolutely  nothing  to  do.  Who 
smiles  for  the  pleasure  of  smiling,  or  frowns  for  the  pleasure  of  the 
frown  7  Who  blushes  to  escape  the  discomfort  of  not  Uushingf 
Or  who  in  anger,  grief,  or  fear  is  actuated  to  the  movements  which  he 
makes  by  the  pleasures  which  they  yield  7  In  all  these  cues  the 
movements  are  discharged  fatally  by  the  vw  a  iergo  wfaidi  the 
stimulus  exerts  upon  a  nervous  system  framed  to  respond  in  jmt 
that  way.  The  objects  ctf  our  rage,  love,  or  terror,  the  oocaaioDS  of 
our  tears  and  smiles,  whether  they  be  present  to  our  senses,  or 
whether  they  be  merely  represented  in  idea,  have  this  peculiar  sort 
of  impulsive  power.  Tlie  impultwe  quality  oi  mental  states  is  an 
attrilnite  behind  which  we  cannot  go.  Some  states  of  mind  have 
more  of  it  than  others,  some  have  it  in  this  direction  and  some  in 
that.  Feelings  of  pleasure  and  pain  have  it,  and  peneptioDB  and 
imaginations  of  fact  have  it,  b^t  neither  have  it  ezdosively  or 
pecvdiarly.  .  .  . 

If  in  these  aar  first  acts  jdeasures  and  pains  bear  no  part,  as  fitft 
do  they  bear  in  our  last  acts,  or  those  artificially  acquired  perform- 
ances which  have  become  habitual.  All  the  daily  routine  of  life,  our 
dressing  and  undressing,  the  coming  and  going  from  our  work  or 
carrying  through  of  its  various  operations,  is  utteriy  without  mental 
reference  to  pleasure  and  pain,  except  under  rarely  realiied  conifi- 
tions.  It  is  ideo-motor  action.  As  I  do  not  breathe  for  the  pleasoie 
of  the  breathing,  but  sim^dy  find  that  I  am  breathing,  so  I  do  not 
write  for  the  pleasure  of  the  writing,  but  simply  because  I  have  onoe 
begun,  and  being  in  a  state  of  intellectual  excitement  which  ke^ 
venting  itself  in  that  way,  find  that  I  am  writing  still.  .  .  . 

Or  what  shall  be  said  of  a  shy  and  unsociable  man  iidio  receives 
point-blank  an  invitation  to  a  small  party  ?  The  thing  is  to  him  an 
abomination;  but  your  presence  exerts  a  compulsion  on  h™,  he  can 
think  of  no  excuse,  and  so  says  yes,  cursing  himself  the  \idule  for  what 
he  does.* 

No  account  need  be  given  here  of  the  development  of 
these  doctrines  at  the  hands  of  McDougall,  Thomdike, 
and  others,  for  James's  conception  of  instincts,  emo- 
tions, habits  as  the  prime  movers  to  action,  distinguidieB 
the  "functional  psychology"  virhich  waa  the  scientific 
basis  of  the  economic  critics'  repudiation  of  hedonism. 
It  is  true  that  present-day  psychologists  do  not  VM 

*  Principles  of  Psycholocyt  ISOO,  vol.  ii,  ohap.  zzri.  Quotations  made  fron  tli 
Briefer  Course,  pp.  445-447.  As  to  the  divoroe  of  habit  from  pleaaurs-fMia  iMrtNi^ 
tion,  the  same  point  is  made  by  J.  8.  Mill,  e.  g.,  Logio,  Bk.  VI,  ohap.  ii,  1 4. 
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''  pleasure ''  and  ''  paia ''  in  the  inclusive  sense  of  the 
older  writers^  since  pain  is  now  restricted  to  a  definite 
•enaatien,  codrdinate  with  touch,  taste,  etc.;  but  the 
modem  ''  feeling-tones ''  of  pleasantness  or  unpleasant- 
OMB,  which  coexist  with  most  sensations,  may  be 
substituted  without  confusion  for  the  older  terms  of 
pleasure  and  pain  in  discussions  of  motivation  theory. 

Now  if  instincts  and  habits  cause  human  action  id 
Hub  unpremeditated  way,  and  if  the  instincts  are  as 
various,  and  habit  (or  custom,  fashion,  etc.)  are  as  om- 
nqxresent  as  these  new  psychologists  represented,  the 
critics  reasoned,  then  it  follows  that  man  is  not  typically 
flie  rational  being,  acting  for  anticipated  pleasant  ends, 
fliat  we  had  supposed  him,  and  economic  theory  is  seen 
to  take  a  very  incomplete  view  of  the  real  process  of 
aeonomic  behavior.  This  basis  of  criticism  fitted  in 
admirably  with  the  agnostic  views  on  business  enter- 
prise and  consumption  to  which  Professor  Veblen  had 
eome  from  other  angles,  and  so,  by  identifying  the 
aoonomist's  concept  of  utility,  sometimes  with  the  con- 
somer's  personal  '^  sensuous ''  gratifications,  and  some- 
times with  a  broad  social  view  of  utility,  he  was  enabled 
to  argue  in  downright  fashion  that  modem  industrial 
activity,  and  especially  business  profits,  bear  little  relar 
tkm  to  the  ultimate  utilities  which  are  being  produced.^ 

Another  objection  to  the  hedonistic  theory  of  motiva- 
tion, which  has  been  made  by  moralists  from  time  im- 
niemorial,  is  based  on  the  acknowledged  existence  of 

1  a.  >••  **  The  hedoobdeaDy  prMomMl  final  purehaM  of  oonaumable  goods  is  habit- 
aot  eontemplated  in  the  jranait  of  buaineaa  enterprise.    Buaineee  men  habitually 
to  iTfnifnn>f1^  wealth  in  ezceai  of  the  limits  of  practicable  consumption,  and  the 
I  so  aeeomolated  is  not  intended  to  be  converted  by  a  final  transaction  of  purchase 
aoods  or  sensations  of  consumption.  ...    If ,  in  fact,  all  the  oonven- 
iations  and  principles  of  pecuniary  intercourse  were  subject  to  such  a  per- 
wtinnaBsed,  calculating  rerision,  so  that  each  article  of  usage,  appreciation, 
ir  fvoeedore  most  approre  itself  d^  tuno  on  hedonist  grounds  of  sensuous  expediency  to 
Mnwiif*  at  erwy  move,  it  is  not  cooceiTable  that  the  institutional  fabric  would  last 
idvlii."    VsUen.  "  The  limitations  of  Biarginal  UtiUty,"  Journal  of  Political 
r.voLsTii,pp.«34,686. 
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altruistic  motiveSi  in  which  the  interests  of  othor  people 
than  the  agent,  or  the  furtherance  of  soine  abstract  ideal, 
are  sought  at  the  cost  of  the  agent's  own  happmeaB. 
Economists  are  always  reproached  for  their  assmnptioQ 
of  self-interest.  But  such  objections  are  against  the 
theory  of  xmiversal  egoism,  not  against  umversal  pqr- 
chological  hedonism,  and  the  two  theories  call  for  verf 
different  analjrses.  The  man  who  sells  all  his  goods  to 
give  to  the  poor  may  do  so  for  the  sake  of  the  greater 
satisfaction  or  pleasure  he  obtams  from  doing  it  than  he 
would  from  not  doiag  it;  or  he  may  act  in  the  same  way 
impulsively,  without  the  least  thou^t  as  to  how  it  w31 
make  him  feel.  What  the  external  and  social  effects  aie, 
of  ^oism  as  compared  with  altruism,  or  the  intamedi- 
ate  gradations,  are  of  course  open  to  non-psycholopeal 
investigation.  As  Professor  Carver  says,  there  is  little 
doubt  whether  the  complete  ^oist  or  the  partial  egoiat 
makes  the  better  father  and  citizen,^  but  if  we  decided 
that  we  wanted  to  change  people's  motives  in  any  re- 
spect, it  would  be  useful  to  know  something  about  tbe 
instincts  or  means  of  attachment  of  pleasure  whidi 
make  them  act  as  they  do. 

The  earlier  attacks  of  the  historical  school  on  classi- 
cal economics  had  been  on  the  ground  that  tiie  latter 
assumed  a  too  universally  selfish  pursuit  of  wealth;  their 
researches  having  shown  that  under  other  social  institu- 
tions, other  motives  were  stronger  than  this  one  is  in 
modem  commercial  nations.  This  objection  may  beat 
be  considered  later  with  another  group  relating  to  the 
effects  of  institutions. 

The  first  effect  of  the  psychological  reaction  againat 
hedonism,  above  described,  upon  economic  theory  ms 
criticism  of  the  marginal  utility  theory  of  value.'  JevoDS 

1  Eosss^  in  Social  Justice,  chap,  iii  (1914);  Principles  of  PolitioalEeoiDaiByffllMV*i> 
(1918). 

*  See  Hadley,  op.  cit.;  Stuart,  op.  dt.,  ete. 
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liad  rubbed  in  the  hedonistic  calculus  in  his  presentation 
of  the  value  theory,  and  the  Austrians  and  other  ad- 
herents of  the  theory  spoke,  as  a  matter  of  course,  of  the 
^  pleasures  "  and ''  satisfactions  "  which  valuable  goods 
mean.  Nice  calculations  of  small  quantities  of  utility 
or  pleasure  also  seemed  rather  essential  to  the  theory. 
Hadley's  qualification  to  these  assumptions  was  based 
mare  on  his  own  observations  as  to  the  number  of  unre- 
flective,  customary  acts  in  every-day  life  than  on  new 
psychology,  but  the  functional  psychology  increased  the 
doubts  as  to  the  generality  with  which  deliberate  and 
careful  valuations  are  made,  such  as  the  marginal  utility 
theory  seems  to  call  for.  The  heroic  lengths  to  which 
the  search  for  improved  psychology  to  sustain  economic 
eq[ilanation  could  go,  is  illustrated  by  Professor  Whit- 
aker,  who  relates  that  an  enthusiast  seriously  argued 
to  him  that  the  motor-car  manufacturer  puts  stronger 
and  softer  springs  on  his  machines,  not  because  of  the 
eipected  utilities  to  the  consumers,  but  for  the  sake  of 
his  ''  entrepreneurial  self-realization."  ^ 

It  was  easy  to  answer  the  objections  at  this  stage,  and 
to  show  the  independence  of  value  or  other  economic 
theories  from  any  assumption  that  men  merely  seek 
pleasure  and  try  to  avoid  pain.  All  we  assume  is  that 
men  want  goods,  concrete  objects  and  services.  There 
k  no  doubt  about  that;  and  we  simply  take  whatever 
wants  may  happen  to  exist,  as  our  motivation  premises. 
Very  likely  people  want  shotguns  because  of  their  hunt- 
ing instincts,  and  prayer  rugs  because  of  their  super- 
stitious customs,  etc. ;  but  whatever  their  wants  are, 
some  kind  of  material  means,  or  wealth,  are  required  to 
satisfy  them.  Likewise  we  observe  that  people  learn 
what  are  the  means  for  encompassing  their  desires;  and, 


>  Op.  eit..  p.  490.  Marion  Fterifl  in  s  Bym  Biawr  thens,  "  ToUl  UtOity  and  the 
timiinimin  JodsmHit "  (1900)  oritioiies  the  pvjroholocjr  of  eoonomio  theory  from  the  aeif- 
fieliMflnn  point  of  riew. 
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whatever  the  mental  operations  involved,  they  cer- 
tainly  do  choose  among  ih&i  limited  means  so  as  to 
satisfy  their  most  urgent  wants.  The  ends  may  be  in- 
stinctive or  arbitrary,  but  ihe  means  are  sought  intel- 
ligently, economically.  In  the  case  of  mechanically 
habitual  acts,  there  was  some  deUberation  at  the  time 
the  habits  were  formed,  and  hence  these  were  based 
originally  upon  preference  among  alternative  courses. 
If  the  habits  come  to  be  unsuitable,  through  changes  in 
the  situation,  and  give  strikingly  uneconomic  results, 
the  agent  is  aroused  to  renewed  deliberation  and  asser- 
tion of  choice.  Our  theory  is  not  dependent  on  any 
particular  d^ree  of  rationality  in  the  choices,  nor  on  any 
special  wisdom  in  the  desires.  Our  ''  utilities ''  are  not 
confined  to  sensuous  satisfactions,  nor  yet  to  the  wants 
which  are  ideal  from  the  social  point  of  view.  The 
utilitarian  psychologists  and  the  classical  economists 
never  limited  "  pleasure  "  to  sensuous  personal  bodify 
pleasure.  All  things  which  are  in  fact  by  mortals  de- 
sired were  considered  pleasures  by  them,  and  their  lists 
of  desires  read  marvelously  like  the  modem  lists  of  in- 
stincts. The  wants  connected  with  ostentation,  which 
Veblen  has  so  well  characterized,  are  amenable  to  our 
theorizing  —  in  fact  the  critics  themselves  seem  to  con- 
sider these  desires  as  among  the  strongest  motives  ib 
the  pursuit  of  wealth.  As  to  rationality,  we  know  that 
people  usually  are  capable  of  following  cause  and  effect 
in  business  far  enough  to  see  where  they  can  get  the 
most  pay  for  what  they  have  to  sell.  The  kind  of  ratioiH 
ality  which  the  critics  accuse  us  of  MsiimiTig  is  a  com- 
plete knowledge  of  all  facts  in  the  universe,  to  which  we 
plead  not  guilty. 

As  to  our  general  theory  of  motivation,  the  reply  goes 
on,  all  that  economists  ever  needed  to  say  is  that  most 
men  try  to  get  the  largest  possible  amount  of  weaUh  for 
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east  cost,  which  assumption  is  borne  out  by  obser- 
m,  and  has  not  been  shaken  by  anything  we  have 
d  from  psychology.  No  doubt  some  economists 
I  said  that  men  desue  happiness  or  pleasure,  but 
b  we  really  presume  is  that  men  want  wealth,  which 
e  generalized  means  of  realizing  what  wants  as  con- 
srs  they  may  have.  In  general,  with  regard  to  the 
ifications  of  our  assumptions  necessitated  by  mo- 
;  which  do  not  express  themselves  in  wealth-seeking, 
y  defects  of  knowledge  of  people's  own  interests, 
these  qualifications  are  usually  such  as  cannot  be 
ced  to  any  general  principles,  and  the  undue 
lasis  of  them  simply  l^uls  to  agnosticism, 
lerefore,  say  the  defenders,  the  old,  and  rather  con- 
snt,  hedonistic  phraseology  may  be  dropped  from 
3mics  without  impairing  the  validity  of  our  anal- 
^  The  present  writer  believes  that  modem  psy- 
)gical  work,  especially  upon  the  ''  conditioned 
c,''  tends  largely  to  validate  the  associationist  and 
ionist ''  psydiology,  as  well  as  to  enlarge  it;  but 
is  a  consideration  beyond  the  scope  of  this  paper. 
Costless  Production.  —  But  these  doubts  reach 
er  than  the  theory  of  value.  They  affect  all  prob- 
of  economic  theory  where  principles  of  motiva- 
sure  involved,  especially  those  of  distribution.  The 
ine  of  motivation  implicit  in  the  classical  and 
sm  economics  is  that  men  in  general  seek  the 

•  BAhm-Bawerk,  PostiTe  llieorie  det  Kapitalet,  3d  ed.  (1912),  2d  hiOf-volume, 
-880,  who  •nswen  the  critieiraui  on  yalue  theory  in  this  faehion;  aleo  Whitaker, 
•ad  Darenpcni,  op.  ett.,  who  argue  about  aa  etated  above.  Marshall,  Prineiplea, 
hap.  ii,  nplains  the  eeonomist's  treatment  of  motives  similarly, 
t  aathon  of  eoonomie  prindples,  to  be  sure,  do  fed  called  on  to  giye  some  ao- 
r  anatysb  of  the  Tarioos  human  wants  or  motives,  espedally  Continental  writers. 
itriaB  Cuhel  in  1007  published  a  f  air-«ised  volume  devoted  to  such  dassifioatioos, 
as,  aa  nsaal«  that  the  ultimate  force  of  wants  is  in  the  feelings  of  pain  and  pleaa- 
3ie  Lshra  von  den  Bedttrfnissan,  Theoretiache  Untenuehung  Qber  daa  Qrena- 
tar  Oekonomik  vnd  der  Bvychologie,  Innsbruck,  1007,  310  pp.)  Wagner's  long 
I  of  eeonomie  human  nature  is  still  one  of  the  best  in  any  scientific  treatise  (op. 
.  I.  Pt.  I,  pp.  70-136). 
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largest  material  gain  for  the  least  sacrificei  and  that  thar 
knowledge  of  ways  and  means  is  such  that,  cm  the  whole, 
in  competitive  activity  they  do  accomplish  what  ihey 
seek.  Labor  is  irksome,  and  this  irksomeness  can  be 
overcome  only  by  threats  or  rewards.  If  it  should  turn 
out,  however,  that  men  are  pushed  into  productive 
activity  from  behind,  by  iheiT  nature,  fully  as  much  as 
they  are  lured  from  the  front  by  their  pay,  then  our 
economic  explanations  lose  considerable  of  their  cogency 
as  well  as  much  of  their  accuracy. 

The  critics  could  admit  most  of  the  forgoing  reply, 
and  still  maintain  that  the  fall  of  hedonism  necessi- 
tates substantial  readjustments  in  economics.  The  next 
point  of  criticism  accordingly  is  that  men  want,  not  only 
goods,  but  activity.  Work  itself  is  a  utility  to  tiieoL 
So  that  economics,  in  reasoning  that  production  hangs 
on  the  wants  for  goods,  is  again  telling  no  more  than  a 
half-truth.  The  power  of  instincts  and  custom,  or  pub- 
lic opinion,  should  be  utilized  for  inducing  productioD 
and  saving  at  less  cost  to  society.  Inequality  of  wealth 
can  thus  be  mitigated  by  the  prevention  of  the  large 
prizes  from  piling  up  on  people  who  have  already  more 
than  they  need.  Inventors,  artists,  patriots,  leaders  of 
industry  would  do  their  best  work,  even  if  they  received 
only  comfortable  living  wages;  it  is  in  their  nature 
to  put  forth  ceaseless  activity  in  those  directions,  be- 
cause their  springs  of  action  "  are  wound  up  that  way."  ^ 
How  absurd,  then,  to  let  them  accmnulate  and  dissipate 
big  fortunes,  because  of  their  luck  in  possessing  apti- 
tudes which  are  worth  so  much  to  their  fellow-men. 
Even  the  multitude  of  us,  who  do  not  have  such  full  aod 
free  creative  bent,  do  a  great  many  things  in  which  we 
have  no  pleasure  or  even  would  gladly  avoid,  just  be- 

1  See  Taussig,  Inventors  and  Mouiymaken,  for  a  statamunt,  iho  not  a  defeoM.  d 
this  theory. 
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cause  we  don't  want  to  seem  "  queer/'  We  could  be 
kept  doing  our  best  by  public  opinion  and  our  own  sense 
of  good  will,  without  being  paid  according  to  the  pieces 
of  work  we  turn  out.  Most  of  our  capital,  in  modem 
times,  is  accumulated  automatically,  both  by  rich  and 
poor,  without  conscious  reference  to  the  rate  of  in- 
terest. Hence  modem  psychology  points  the  way  to 
means  of  stopping  the  ''  rent "  or ''  surplus ''  of  natural 
ability  or  involuntary  saving  from  going  to  people 
who  do  not  require  it  to  induce  their  contributions  of 
services.^  Such  suggestions,  of  course,  are  common 
among  socialists. 

The  reply  is  that  part  of  the  supply  society  wants, 
either  of  work  or  of  saving,  would  doubtless  be  forth- 
coming if  there  were  less  reward  than  at  present,  or  none 
at  all;  but  not  the  whole  amoimt  would  be  had.  It  is 
trae  that  some  fish  are  caught  and  some  chopping  of 
wood  done,  just  for  the  ^^  fun ''  of  the  occupations;  and 
much  other  production  could  be  motivated  by  less  re- 
ward than  the  producers  get  now.  But  the  output  of 
these  enthusiasts  would  not  go  far  toward  suppljring  the 
"wiiole  community;  in  order  to  get  the  full  amoimt  de- 
siied,  it  is  necessary  to  pay  all  producers  or  all  savers  the 
rate  which  we  have  to  pay  the  most  reluctant  one.  The 
most  effective  way  we  know  to  increase  our  stock  of 
"wiieat  or  coal  or  pork,  even  in  war-time,  or  to  get  loans 
to  finance  the  war,  is  to  offer  a  higher  price  for  all  units 
of  the  supply,  tho  that  means  abnormal  gains  to  some 
producers.  As  to  taking  such  differential  gains  by  taxa- 
tion, we  can  do  that  when  the  differences  are  due  to 
differing  expenses  of  production;  but  where  the  differ- 
ences are  in  personal  ability  or  diligence,  it  is  impracti- 

>  Siibttaiitially  this  is  the  argam«nt  of  J.  A.  Hobson,  Work  and  Wealth:  A  Human 
Valiiatkxi  (1914).  Other  theorist*  who  beliere  oaiutal  is  aooumulated  automatioally  do 
not  vsaalljr  dzaw  the  above  inferenoe,  but  it  is  inevitable.  See  Taussig,  review  of 
Kkene'a  Iteftt  and  Wacsa,  Quarterly  Journal  of  Eeonomics,  August,  1917. 
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cable  if  not  unjust  to  bribe  the  unworidly  perfonna'  less 
than  the  grasping  one.^ 

Another  line  of  reply  is  that  if  you  subsidized  tiiese 
various  artists  with  a  comfortable  living  regardless  of 
their  products  there  would  be  no  assurance  that  tiiey 
would  devote  their  talents  to  works  that  other  people 
most  wanted.  When  their  subsistence  depends  on  the 
salability  of  their  products  the  resulting  activity  may 
be  distasteful  to  the  artists  but  it  is  more  certain  to 
satisfy  the  wants  of  a  nimiber  of  their  f ellow-beingB. 

3.  Industrial  Peace.  —  A  recent  variation  in  the  ap- 
plication of  the  instinct  psychology  to  economicSi  one 
which  brings  to  bear  the  IVeudian  teachings,  is  the  warn- 
ing that  economists  should  consider  the  effect  of  forms 
of  industry  upon  the  workers'  fundamental  instincts. 
When  the  work  stifles  these  instincts  and  baffles  thdr 
free  expression,  as  for  instance  the  specialized  routine 
of  semi-automatic  machines  defeats  the  attendants' 
creative  bent,  then  the  baffled  impulses  force  their  ex- 
pression in  violent  outbursts,  inattention,  rebeUiousness, 
sabotage.  Workaday  tasks  may  thus  be  the  causes  of 
inniunerable  nervous  afflictions  such  as  Freud  has 
studied,  leading  to  various  forms  of  mania.  It  was  con- 
tended that  the  waves  of  strikes  and  industrial  unrest 
in  the  years  1915  and  1916  might  be  accoimted  for  along 
these  lines.  K  economists  acquainted  themselves  with 
the  nature  of  the  important  human  instincts,  therefore, 
they  could  give  better  advice  on  labor  problems.*  In 
similar  fashion,  other  elements  in  the  economic  situation 

1  See  Professor  T.  N.  Carver,  "  The  Behavioristio  Man,"  Quarterly  Joomalof  Eeo- 
nomice,  vol.  xzziii,  pp.  195-199  (1918);  and  *'  The  Place  of  Abetineaoe  in  the  Tbeoiy 
of  Interest,"  ibid.,  vol.  viii,  pp.  40-61  (1893);  also  Professor  J.  M.  Clark,  **  Hobsan'f 
Work  and  Wealth,"  review.  Quarterly  Journal  of  Eoonomios,  November,  1914* 
Manhall,  Principles  (6th  ed.)  Bk.  IV,  chap,  iii,  f  f  6  and  6,  notes  the  esiateiioe  of  no** 
plus  to  certain  savers  and  laborers. 

*  See  Carleton  H.  Parker,  '*  Motives  in  Eoonomio  Life,"  Proeeedinfa  of 
Eoonomio  Association,  1917,  pp.  212-231. 
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migjit  be  conaidered  as  to  their  effects  on  people's  in- 
stincts,  in  an  estrmate  of  their  contribution  to  human 
welfare. 

The  answer  is  that  such  investigations  are  doubtless 
important,  but  they  fall  only  to  a  very  limited  esctent 
within  the  scope  of  economic  theory.  Economics  must 
not  be  confused  with  the  whole  of  social  science  and  art, 
and  as  to  the  recent  industrial  unrest,  we  may  believe 
that  rising  prices  had  a  good  deal  to  do  with  it.^  Econ- 
omists hardly  need  to  be  told  now  that  there  is  no  one 
specifically  economic  motive,  and  that  the  relations  of 
employers  and  laborers  are  concerned  with  many  other 
himoan  factors  than  the  rate  of  wages,  but  it  is  believed 
that  this  is  a  special  phase  of  economic  investigation 
which  must  be  studied  empirically.^  The  connection  of 
the  psychology  of  instincts  with  these  problems,  how- 
ever, has  been  given  attention  by  two  of  the  most 
eminent  American  economists,  outside  their  general 
treatises  *  and  the  presentation  of  it  to  the  business  and 
labor  world  is  assured  by  students  of  labor  problems.^ 
Another  prominent  economist  has  published  his  own 
theory  of  the  psychology  of  instinct  and  emotion,  with 
side-views  at  the  Freudian  doctrines,  without  as  yet 
drawing  any  social  applications.* 

Provided  the  instinct  theories  on  which  these  labor 
welfare  views  are  based  hold  their  own  in  the  psycholog- 
ical world,  there  is  every  reason  to  believe  that  a  large 
and  useful  body  of  knowledge  will  arise,  which  may  in 

>  Fettar,  Diuomtkm  <d  Parker'a  paper,  Pjrooeedinca  of  American  Boonomio  AModft- 
taoB,  1917,  pp.  231  ff. 

*  B.  g.,  Keynee,  op.  eit.,  ehap.  ir,  f  3,  and  R.  F.  Hoxie's  Trade  Unionism  in  the 
Uaitod  Statee,  revieifed  by  Ordway  Tead,  Journal  of  Political  Economy,  toI.  zzri, 
p.  res  (1918). 

I  F.  W.  Tanais,  Inventors  and  Moneymakers  (1015);  Inrinc  Fisher,  *'  Health  and 
War,**  rresidentisl  Address,  Ameriean  Association  for  Labor  Lecislation,  1918. 

*  See  the  recent  book  by  Ordway  Tead,  Instincts  in  Industry  (1918),  which  was 
iMpned  by  Professor  Parker's  teaehinfs. 

*  amoB  N.  Fstten,  **  The  Mechanism  of  Mind,'*  Annab  of  American  Academy  of 
PdUioa]  and  Social  Seieiioe.  YqL  Ixd,  pp.  202-315  (May.  1917). 


406  QUARTERLY  JOURNAL  OF  ECONOMICS 

time  find  its  place  in  economic  theory.    It  is  in  too  n^ 
ulous  a  state  to  do  so  now. 

4.  Sums  of  tttilUy  misleading.  —  Another  criticiflm 
of  the  current  economic  theory  from  a  psycholo^pcal 
standpoint,  which  is  not  based  especially  upon  net 
discoveries,  is  an  accusation  that  many  of  the  current 
statements  of  the  marginal  utility  vahie  theory  are 
inconsistent  with  the  psychology  presupposed  by  that 
theory.  We  refer  to  the  expositions  rdating  to  sums 
of  utility,  and  the  transition  from  individual  utiliiy 
scales  to  general  demand  schedules.  Upon  the  princi- 
ple of  diminishing  utility,  the  contemporary  inequality 
of  incomes  among  different  people  makes  it  imposai- 
ble  to  assume  that  equal  money  demands  in  the 
market  for  conmiodities  represent  equal  utilities  to 
the  various  people  who  are  demanding.  Five  dollazB 
offered  by  a  millionaire  for  a  poodle's  collar  does  not 
approach  the  utility  of  five  dollars  worth  of  flour  to 
a  laborer.  So  long  as  the  discussions  are  confined  to 
subjective  tUilily  schedules,  or  to  general  money  demand 
schedules,  the  value  theory  is  satisfactory  to  this  critic; 
but  when  the  notion  is  smuggled  in  that  the  dollars  in 
the  general  demand  schedules  represent  equal  Tnf>.rgiT>ftl 
increments  of  utility,  and  the  inference  is  suggested 
that  the  present  competitive  system  directs  productive 
agents  into  making  the  goods  which  have  greatest  utility 
to  the  whole  community,  the  critic  does  strenuously 
object.  If  incomes  were  equal,  production  would  be 
turned  away  from  collars  for  poodles  and  private  yachts, 
and  the  multitude  of  expensive  luxuries,  toward  things 
which  have  greater  utiUty  to  poorer  people.  Cultivation 
by  economists  of  realistic  psychology  would  cause  them 
to  avoid  any  degree  of  speaking  in  such  fashion.^ 

>  See  B.  M.  Anderson,  Jr.,  and  the  writerB  he  iiMnti(Hit:  Sooul  Value  (1911)t  c4^ 
chap.  5,  and  The  Value  of  Money  (1917).  Cf .  P.  G.  Wricht,  "  Total  Utifity  and  Cos- 
■umers'  SurpluB  under  Varying  Conditions  of  the  Diotribution  of  Inoome,'*  Quarterir 
Journal  of  Economics,  vol.  xzzi,  pp.  807-318  (1917). 


RECENT  PSYCHOLOGICAL  DEVELOPMENTS       407 

It  18  admitted  that  differences  of  wealth  do,  indeed, 
prevent  us  from  arguing  that  competitive  distribution 
necessarily  gives  maximum  satisfaction,^  but,  since  usu- 
ally money  events  affect  the  various  social  classes  in 
about  equal  proportions,  a  general  correlation  between 
doDars  and  utilities  may  be  assumed.  And,  looking  be- 
yond the  mere  satisfaction  of  consumption  to  the  moti- 
vation which  it  involves,  we  may  find  that  the  poodle's 
eoUar  induces  more  productive  effort  for  society  in  gen- 
eral than  does  the  biurrel  of  flour  in  the  poor  man's  home. 
U  it  happened  that  a  great  manufacturer  wanted  an 
expensive  and  nearly  useless  summer  home,  and,  if  he 
could  not  have  it,  would  rest  on  his  oars  instead  of 
sdieming  how  to  make  motor  cars  or  shoes  cheaper,  the 
community  as  a  whole  may  derive  great  utility  from  that 
sommer  house,  through  the  services  it  motivates. 

6.  Social  Character  of  Demand.  —  Returning  to  crit- 
icisms based  upon  non-hedonistic  psychology,  we  find 
a  line  of  social  psychology  criticism.  This  has  its  roots 
in  the  phenomena  of  instinct  and  habit,  above  alluded 
to;  for  tho  the  name  ''  social  psychology ''  embraces 
many  wonderful  doctrines,  the  chief  terms  of  their  ex- 
planations are  inborn  propensities  and  the  power  of 
custom  to  influence  individual  action.  Imitation,  sug- 
gestion, tradition,  fashion,  sympathy,  emulation  and  the 
like  are  the  entities  we  meet,  and  they  are  classified  and 
pedigreed  according  to  the  author's  apprehension  of  the 
fundamental  tendencies.  By  means  of  these  original 
or  instinctive  structures  in  itxe  individual's  mental  ap- 
paratus, the  psychic  lives  of  all  members  of  a  society 
interact  and  mutually  determine  one  another.  The 
principles  so  worked  out  by  social  psychologists  are 
used  in  this  case  to  accoimt  for  the  stability  and  inertia 

1  B.  E-*  Muwban,  FrindphB  (0th  ed.),  Bk.  V.  ehap.  ziii.  f  5.    Cf.  ibid..  Bk.  I, 
il,|S:  and  Bk.  m.  ohap.  vi,  I  8. 
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of  economic  demands,  and  more  paiiiciilariy  to  make  ^ 
point  that  demands  are  instilled  into  the  sin^^e  peESoa 
by  the  group  of  people  whose  lives  in  any  way  touch  hk 
Demands  for  economic  goods  are  instilled  partly  thiou|^ 
the  moral,  legal  or  aesthetic ''  values/'  which  are  swayedi 
in  any  individual,  by  the  whole  thought  of  his  gEOup. 
The  esctent  of  rational  action  by  the  individuali  witli 
reference  to  the  actual  effect  of  material  goods  upon  his 
personal  welfare  may  also  be  discounted  on  the  same 
gprounds.  The  supposition  that  the  individual  best 
knows  his  own  interests,  and  the  means  of  realising 
tiiem,  tends  to  be  discarded.  Sometimes  the  assertaon 
is  made  that  a  man's  choices  and  bdiavior  are  entirely 
at  the  mercy  of  the  social  and  material  environment  into 
which  he  happens  to  be  bom.^ 

The  criticism  is  then  made  that  the  prevailing  eco- 
nomic theory  is  based  on  a  monadistic  psychology;  eadi 
consumer  developing  his  own  wants  independentiy,  and 
carrying  them  about  in  a  suggestion-proof  container; 
and  it  therefore  considers  social  phenomena  as  the  mere 
summation  of  individual  choices.  But  the  single  p&- 
son's  choices  are  so  swayed,  even  in  the  marketplace, 
by  suggestion,  by  what  he  thinks  other  people  want, 
that  we  must  consider  market  value  to  be  a  social 
choice;  the  value  set  upon  goods  by  the  whole  inte^ 
acting  social  mind.  This  conception  is  supposed  to 
accoimt  for  sudden  variations  in  objective  or  market 

^  "  Scientific  knowledge  of  mental  and  physioal  health  .  .  .  ia  undermininc  tbeidn 
that  each  individual  is  the  best  judge  of  his  own  desires  .  .  .  [the  individual]  ean  bbsIb 
nothing  out  of  the  world  that  the  world  does  not  first  make  out  of  him;  he  oannoC  em 
desire  of  the  world,  save  as  it  has  taught  him  to  desire.  He  is  limited  by  Uie  laiifs  of 
stimuli  that  have  come  within  his  experience.  He  ia  at  the  mercy  of  whatever  qntem 
he  happens  to  be  bom  into  for  creating,  transmitting  and  directing  atunuli.  The  dim 
tenement,  the  hill  farm,  the  school,  the  church,  the  newspaper,  the  ndimrtiewnifiiil  . . . 
all  are  parts  of  this  system  which  determines  men  by  determining  the  stimuli  to  wUdk 
they  are  exposed."  J.  M.  Clark,  **  Economics  and  Modem  Pfeyohology/'  JoofBsl  flf 
Political  Economy,  vol.  xxvi,  pp.  6,  11  (1918).  ProfeesOT  B.  M.  Anderson  alao  taadni 
that  '*  the  individual "  is  a  misleading  conception,  since  he  is  so  laiidy  a  social  prodnot 
The  writings  of  Professor  C.  H.  Cooley  on  social  psychology  have  bewi  very  infliiiiitid 
in  impressing  this  point  on  a  group  of  American  economists. 
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values,  in  panics,  booms,  fashion  epochs,  which  are  in- 
comprehensible in  terms  of  the  little  units  each  calculat- 
ing private  utilities.^ 

Moreover,  it  is  said,  since  the  influence  of  deliberate 
suggestion  is  so  strong  in  molding  demands  (witness 
the  various  businesses  of  promotion,  salesmanship  and 
advertising),  economics  needs  a  ^'  theory  of  economic 
guidance,"  or  of  direction  of  wants,  showing  how  actual 
wants  may  be  made  to  coincide  with  real  social  needs.^ 
Of  course  such  a  theory  of  guidance  must  be  based  on 
the  best  attainable  social  psychology. 

The  r^ly  to  this  line  of  criticism  is  that  such  social 
influences  affect  economic  values  and  behavior,  only 
tfarou^  the  objective  choices  of  individuals,  and  they 
are  thereby  brought  within  the  range  of  ordinary  value 
theory.*    Suggestibility  may  be  a  powerful  agent  in 
determining  choice;  tho  doubtless  much  of  the  so-called 
BQggestion  is  merely  enlightenment  as  to  opportimities 
far  securing  satisfactions.    No  one  doubts  that  choice 
dqpends  upon  knowledge  of  the  means  of  getting  utili- 
ties.   It  is  questioned  if  the  mature  person's  wants 
(which  are  tiiose  affecting  economic  matters)  are  as 
nuidi  the  prey  of  suggestion,  or  if  the  ordinary  man  is  as 
undi  of  a  jellyfish,  as  the  critics  make  out.    As  to  the 
guidance  of  wants,  religious  and  moral  leaders  have 
'-■  always  made  that  their  business,  and  they  will  im- 
t  doabtedly  use  the  best  psychological  light  they  can  get. 
\    6.  /fwittiifional  Economics.  —  We  are  now  better 
able  to  appreciate  the  nature  of  Professor  Veblen's  crit- 
lotaif  made  twenty  years  ago  and  repeated  at  inter- 


'  B.  M.  Andenon,  Jr.,  books  died,  and  '*  Prioe-Fixiiis  and  War  Ilnanoe/'  Proceed- 
Jip  ef  tha  i^"*^^*^****  Boosiomio  Aaodatioa,  1917,  pp.  240-242. 

!  I  The  eecepd,  or  eoostmetiTe,  pari  of  Profeasor  J.  M.  Clark's  paper  cited  abore,  on 
I'.'SnnaaBiea  and  Modem  Fsjreholocy/'  outlines  a  **  theory  of  economic  guidanoe." 
of  PdGtieal  Beonomj,  toL  zzyi,  pp.  13&-106. 

•  8m  B.  B.  Ptory,  "  Boosiomio  Value  and  Moral  Value/*  Quarterly  Journal  of 
May.  1916. 
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vals  fiODce,  that  ecoDomics  is  **  non-evolutionary  "  and 
'^  taxonomic  " ;  and  also  the  more  modem  demand  for 
an  ''  institutional  economics."  Veblen's  arguments  aie 
never  easy  to  follow:  these  on  genetic  economic  theory 
seem  to  be  among  his  most  obscure.  And  the  papers  of 
Professor  W.  C.  Mitchell/  making  much  the  same  argur 
mentSy  tho  clearer,  are  not  generally  well  understood. 
Since  the  preliminaiy  step  of  this  line  of  objections  is  to 
accuse  current  economic  theory  of  hedonism,  the  latter's 
defenders  have  considered  themselves  done  when  thqr 
proved  their  independence,  by  showing  that  they  assume 
only  the  facts  of  choice,  and  care  nothing  as  to  why  the 
choices  are  made. 

Veblen  admits,  however,  the  effectiveness  of  the  cur- 
rent theory  for  most  of  the  purposes  to  which  it  is  so  fur 
put.  What  he  says  to  us  in  effect  is  this: '  You  aie 
doing  fairly  well  what  you  undertake  to  do,  in  spite  of 
your  bad  psychology,  but  you  are  not  undertaking 
enough.  Your  theory  shows  how  whatever  choices 
happen  to  exist,  work  themselves  out  in  the  modem 
business  world,  taking  all  its  conventions  and  arts  for 
granted.  The  hedonistic  manner  of  calculating  utilities 
happens  to  be  much  the  same  as  the  business  style  of 
calculating  profits,  especially  in  the  processes  of  produc- 
tion (tho  the  scheme  has  little  exemplification  in  con- 
sumption), and  so  you  have  not  gone  so  far  wrong  as  yoo 
might  have  in  a  science  of  business. 

But  with  your  old  hedonistic  preconceptions  you  wiD 
never  get  any  further  than  things  as  you  find  them. 
Any  predictions  you  make  as  to  the  effects  on  economie 
phenomena  of  certain  arbitrarily  supposed  states  of  the 
arts  or  social  or  governmental  conditions  (for  example^ 


1  Especially  "  The  Rationality  of  Economic  Activity,"  Journal  of  Politkal 
omy,  vol.  xviii,  pp.  97-113. 197-216  (1910). 

s  See  his  three  articles  cited  above:  "  PreoonoeptioDa,"  **  Ecomoaiiot  not  an  Erol**  l( 

tionary  Science  "  and  **  Limitations  of  Marginal  Utility.**  f  |. 
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different  institutioiis  as  to  property) ,  are  well-nigh 
woorfhless  because  you  suppose  men  primitively  and  in- 
trinocally  to  be  the  shrewd  and  rational  economizers 
that  you  find  in  the  modem  down-town  office.  Your 
eonjectural  history  of  savages  swapping  nuts  and  apples 
aooording  to  marginal  utility  calculations,  and  your 
flBqKMsiticms  of  economic  principles  in  terms  of  psychic 
inedme,  are  the  fruits  of  this  delusion.  If  you  had  culti- 
VBted  better  psychology  and  anthropology,  you  would 
know  that  people's  decisions  are  not  determined,  except 
within  very  wide  limits,  by  considerations  of  the  primi- 
tive or  absolute  pleasure  pain  utilities,  or  by  unbiased 
reasoning  as  to  the  properties  of  external  goods  in  relar 
tkm  to  men's  wants.  The  ''  facts  of  choice  "  at  any 
time  depend  chiefly  upon  men's  native  instincts  inter- 
playing  with  the  great  body  of  customs  and  ciurent 
technology  and  common-sense  philosophy  that  have 
handed  down  to  them;  above  all  by  the  kind  of 
held  in  most  esteem.  The  very  capacity  for 
TWK»n(nmg  and  Calculating  in  economic  affairs,  which  you 
■qqpoee  to  be  innate,  is  the  product  of  the  more  refined 
perceptions  of  economic  cause  and  effect  that  are  made 
posBible  by  the  use  of  money. 

Tou  admit  that  our  constant  associations  with  money 
vahieB  in  business  life  cause  us  generally  to  think  ob- 
Tioaaly  expensive  things  more  beautiful  than  inex- 
pensive things,  and  to  pay  more  respect  to  wealthy 
aeig^bors  than  to  poor  ones.  We  are  constantly  buying 
(hingB  we  don't  need  because  we  find  them  going  at  a 
baigain.  Yet  you  fail  to  see  how  manifold  are  the 
other  ways  that  our  culture  colors  and  directs  our  ways 
of  thinking.  The  technical  processes  you  see  about  you, 
the  government  and  business  usages  now  in  vogue,  came 
ibout  in  some  way  that  you  leave  to  others  to  explain, 
ind  into  them  you  fit  your  cunning  welfare-desiring 
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savage.  And  you  suppose  that  into  any  future  society, 
under  other  laws,  mores  and  arts  of  workmanship,  tiie 
men  of  that  time  would  bring  the  same  processes  of 
valuation,  the  same  enthusiasms  and  utilities,  the  same 
standards  of  what  is  reasonable  and  eflSicient  and  worth 
while  that  the  men  of  today  possess. 

The  upshot  of  it  all  is  that  your  help  in  guiding  the 
commxmity's  economic  affairs  will  never  b^m  to  realue 
its  possibilities  until  you  reach  a  more  complete  unde^ 
standing  of  economic  activity;  which  understanding 
must  include  a  knowledge,  derived  partly  from  modem 
psychology  and  anthropology,  of  how  institutions  and 
the  basic  instincts  mold  the  industrial  routine,  and 
how  the  latter  becomes  in  its  turn  an  institution  whiA 
helps  to  mold  the  mind  of  the  rising  generation.  TUs 
is  tiie  cumulative  sequence  or  evolution  in  econonucs, 
comparable  to  the  evolution  which  other  modem 
sciences  study  in  their  fields.^ 

In  some  respects,  the  historical  school's  criticism  of 
classical  economics  was  in  this  same  vein  —  alleging  an 
underestimation  of  the  force  of  custom,  convention  and 
other  motives  beside  that  of  making  the  most  money  for 
the  least  effort.  Enies  said  that  universal  altruism  was 
as  valid  an  hypothesis  as  xmiversal  egoism;  and  Fred- 
eric Harrison  in  England  reminded  the  classicists  that 

In  vast  permanent  societies  in  long  ages  of  history,  popuJatioDS 
such  as  the  Egyptian  and  Indian,  under  a  strict  caste  system  have 
shewn  an  astonishing  degree  of  industry,  directly  stimulated  bj 
habit,  social  feeling  and  religious  duty;  and  in  a  very  slight  degree 
by  personal  desire  of  gain.  In  religious  societies,  under  veiy  (fif- 
ferent  kinds  of  faith,  very  active  industry  on  a  scale  quite  decisive 
as  an  experiment  has  been  stimulated  by  purely  religious  motives. 
Some  of  the  most  splendid  results  of  industry  ever  recorded— the 

1  ProfesBor  W.  H.  Hamilton  has  also  argued  that  theory  should  take  this  turn.  S* 
his  "  The  Price  System  and  Social  Policy/'  and  "  The  Flaoe  of  Value  Theory  in  Keo* 
nomics,"  Journal  of  Political  Economy,  vol.  zxyi,  n>.  31-68,  395-400  (1918).  Ti^ 
feesor  J.  M.  Clark's  article  above  quoted  leans  in  the  sam«  direetioii.  W.  Sombsit^ 
work  is  a  partly  theoretical  account  of  the  evolution  oi  oapitaliam. 
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dealing  of  wfldernessee;  vast  public  works  such  as  bridges,  monu- 
ments and  temples;  the  training  of  whole  races  of  savages  into  habits 
of  toQ  —  have  been  accomplidied  by  purely  religious  motives  by 
monks,  missionaries  and  priests.^ 

Opposed  to  such  persuasions  is  the  contention  (sub- 
stantially that  made  by  Mill)  that  our  great  aim  at 
present  is  to  analyze  the  economic  order  we  are  now 
living  in,  with  human  nature  as  we  know  it.  This  task 
18  sufficient  to  occupy  us  for  some  time,  and  it  is  more 
important  than  is  worrying  about  what  primitive  man 
may  or  may  not  have  done.*  Whoever  imderstands  the 
eeonomic  forces  at  work  in  our  own  day  will  not  have 
difficulty  in  deciphering  those  in  other  forms  of  society. 
Oar  assumptions,  of  men's  efforts  to  get  the  greatest 
wealth  for  the  least  sacrifice,  rationality  in  the  applica- 
tion of  means  to  this  end,  diminishing  utility,  etc.,  are 
sufficiently  true  of  the  general  run  of  people  in  the 
modem  states;  and  we  have  not  had  to  wait  on  the 
development  of  the  whole  formula  of  economic  progress 
before  being  able  to  give  quite  helpful  advice  upon  such 
fliiiigB  as  railroad  rates,  the  currency  and  the  tariff. 
That  ambitious  enterprise,  the  complete  theory  of 
economic  development,  will  come  when  more  is  known 
about  the  whole  process  of  social  development;  our 
present  theory  will  undoubtedly  fit  into  it  quite  as  well 
as  Veblen's  demonstrations  of  genetic  economics. 

It  is  further  urged,  on  the  other  hand,  that  the  current 
flieory  is  aheady  an  evolutionary  theory,  since  the  long- 
nm  survival  of  a  nation  depends  upon  its  material  prog- 
and  smce  economic  science  throws  light  on  the 

*  Qnotod  in  K«yii«,  op.  dt.,  note,  pp.  183,  134. 

jlaothcr  Lewit  Curdl  migbt,  indeed,  work  out  a  lyitem  of  economics  bued  on  the 

of  uniTenal  and  oomidete  altruinn,  exhibiting  the  "  tniet "  as  a  benevolent 

for  reBering  unfortunates  of  the  root  of  all  evil,  and  reiMtwenting  bargaining 

of  aeeoounodating  the  other  fellow  by  taking  off  his  hands  the  care  of  hk 


>  J.  &  MiD,  Logie,  Bk.  V,  ehap.  is.  I  3;  T.  N.  Carver,  Distribution  of  Wealth,  In- 
tvodneCioB!  J*  M.  K^mes,  op.  eit.,  pp.  106  ff. 
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most  reasonable  and  efficient  use  of  limited  natural 
resources.  It  does  not  matter  so  much  what  any  peofde's 
actual  instincts  or  wants  are,  as  that  they  manage  to 
control  their  impulses,  and  act  more  efficiently  than 
their  competitors.  Reasonableness  is  a  great  wesipan  of 
survival,  in  the  natural  selection  of  peoples.  Granted 
that  large  societies  have  existed  at  various  times,  boilt 
on  religious  or  customary  motives,  where  are  tiioee 
societies  now  ?  They  are  not  inheriting  the  world  as 
lire  the  peoples  who  have  adopted  the  system  of  com- 
petitive liberalism.  Rationality  may  be  partly  a  product 
of  social  evolution,  but  from  this  time  on,  any  group 
that  tries  irrational  variations  will  do  it  at  their  periL^ 
The  same  sort  of  reasoning  vindicates  the  assumption 
of  moderate  self-preference  in  the  pursuit  of  wealUi, 
aside  from  the  overwhelming  testimony  of  observation 
that  in  business  dealings  practically  all  men  do  want  to 
make  as  much  money  as  they  can. 

So  much  for  the  main  lines  of  criticism  on  psycholog- 
ical grounds.  The  plausibility  of  the  replies  shows  at 
once  that  psychologizing  is  not  so  imperative  for  the 
economist  as  it  is  sometimes  represented.  The  he- 
donistic explanations  which  were  formerly  used  by  the 
classicists,  and  by  nearly  all  economists  imtil  recently, 
are  seen  to  be  unessential  to  the  economic  theories  thqr 
were  supposed  to  have  supported,  and  they  have  beei 
dropped  from  recent  writings,  without  damage  to  the 
economic  doctrines  themselves  —  at  least  in  their  static 
aspects.  We  can  take  as  our  ultimate  data  on  the  side 
of  demand  the  "  facts  of  choice,"  which  account  for  the 
values  of  different  goods,  and  assume  through  our  own 
societies  a  universal  moderate  degree  of  self-preference 
in  the  accumulation  of  wealth  (which,  on  account  of  iti 

>  See  Cftrver,  "  The  Behaviorifltio  Man.*'  dted  aboTe.  Cf.  Walter  Bacehot,  "Fr*- 
limioariee  of  Political  Economy/'  in  Economic  Studies,  p.  80  (1880). 
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mterdiaDgeabilityi  satisfies  the  most  diverse  instincts 
and  habits),  and  we  need  not  inquire  further  into  the 
psychological  principles  which  determine  that  the 
ehoioes  shall  be  what  they  are.  The  pleasure  and  pain 
phrases  were  perhaps  consciously  used  by  the  older 
writers  just  for  purposes  of  convenient  exposition,  not 
for  iiremises  of  investigation;  in  any  case,  the  sup- 
posedly **  first  principles  "  of  any  science  are  likely  to 
be  less  secure  than  its  body  of  more  particular  proposi- 
ticms,  because  the  former  are  usually  formulated  long 
after  the  latter. 

Nevertheless  the  psychology  of  motivation  may  with 
advantage  be  cultivated  by  economists  for  the  foUow- 
ing  reasons: 

Altho  the  process  of  valuation  which  the  marginal 
QtOity  theory  describes  doubtless  does  not  depend  upon 
the  causes  of  the  ulthnate  choices,  yet  that  process  is  a 
purdy  psychological  one,  and  the  economist's  account 
of  it  should  be  in  close  harmony  with  the  psychologist's 
ecmoeption. 

Moreover,  the  great  theorems  of  distribution,  and 
even  of  production,  as  we  have  indicated,  contain  pre- 
dictions as  to  human  motivation  which  give  them  much 
of  tiieir  significance.  It  may  be  that  these  predictions 
are  also  independent  of  the  reasons  for  ultimate  choices, 
bat  let  us,  for  illustration,  examine  the  connection  of  the 
psychology  of  motives  with  the  specific  productivity 
doctrine  in  its  most  general  form.  Veblen  calls  this  ^^  a 
theory  of  valuation,  and  hence  only  of  distribution," 
bat  it  is  a  partial  theory  of  production  also,  since  it  tells 
yAxj  land  and  labor  are  devoted  to  producing  certain 
SipigSy  wheat,  for  instance,  and  not  certain  others,  rag- 
weed,  for  instance. 

The  specific  productivity  theory  is  often  criticized  on 
the  ground  that  it  confounds  the  right  of  appropriation, 
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under  certain  property  assumptionsi  vnih  the  prindple 
of  physical  causation.  To  show  that,  under  free  com- 
petition and  private  property,  the  owner  of  one  of  the 
scarcer  necessary  elements  in  production  can  appro- 
priate  a  larger  share  of  the  product  than  the  owner  of 
one  of  the  more  abundant,  is  not  to  show  that  the  total 
product  was  physically  produced  by  the  joint  dements 
in  the  ratios  which  their  remimerations  bear  to  one 
another.  As  Professor  Clark  admits,  when  you  grt 
down  to  one  man  sawing  wood,  it  is  hard  to  apporticm 
responsibility  for  the  cutting  between  the  man  and  the 
saw.  Water  is  as  necessary  to  the  fattening  of  a  hog  as 
is  com,  but  in  the  specific  productivity  formula,  the 
increased  weight  is  produced  by  the  com  alone.  And 
so  on. 

But  such  criticisms  arise  from  imf ortunate  statements 
of  the  theory.  What  its  proponents  mean  is,  that  the 
consumers  who  want  more  of  any  product,  say  of  poik, 
are  not  so  much  concerned  with  the  phjrsics  and  diem- 
istry  of  the  fattening  process  as  they  are  with  finding 
what  factor  is,  by  its  scarcity,  holding  up  production, 
and  with  seciuing  more  of  that  factor.  If  we  can  get 
more  com,  we  shall  have  more  pork;  no  more  com  or 
similar  feed,  no  more  pork,  tho  we  get  oceans  of  water. 
Economically,  the  com  is  the  one  thing  necessary,  the 
economic  cause,  if  you  like,  of  the  larger  amount  of  poik 
we  want.  For  this  reason  we  are  willing  to  give  up 
something  valuable  to  get  more  com,  whatever  may  be 
our  social  institutions;  but  we  will  not  pay  anything 
for  more  water.  In  this  way,  any  part  of  the  utility  of 
the  finished  product  may  be  imputed  to  the  elemaits 
necessary  to  produce  it,  according  to  their  relative 
scarcity. 

But  is  its  utility  the  only  reason  why  we  pay  more  fctf 
the  com  than  for  the  water  ?    So  far  as  our  society  is 
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rational,  it  is  not.  If  neither  supply  can  be  changed  by 
human  efforts,  there  is  no  good  reason  for  allowing  an 
owner  to  appropriate  the  com  and  charge  us  for  it  what 
the  traffic  will  bear.  We  expect  to  pay  higher  for  the 
scarcer  materials  in  most  cases  because  the  supply  can 
be  increased  by  human  efforts,  and  because  those  efforts 
will  be  more  strenuous,  the  higher  the  pay.  And  these 
efforts  will  be  directed  to  producing  the  materials  which 
are  scarcest,  relative  to  the  needs  for  them,  because  for 
such  will  the  highest  rewards  be  offered.  That  seems 
to  be  the  common  sense  of  the  specific  productivity 
theory.  It  is  of  little  significance  aside  from  its  theory 
of  motivation. 

In  order  that  it  may  be  used  to  justify  private  prop- 
erty and  free  competition  to  the  fullest  extent,  on  the 
ground  that  under  these  institutions  the  conunimity's 
productive  reso^m^es  automatically  are  devoted  to  sup- 
{dying  the  goods  which  are  most  urgently  wanted,  it  is 
necessary  to  assume  that  the  larger  money  offer  always 
means  the  greater  human  want.  What  qualifications 
*  of  this  assumption  may  be  necessary  is  a  psychological 
question,  as  we  have  seen. 

But  in  order  that  the  theory  may  have  any  social 
interest  at  all,  the  assumption  must  be  made  that  the 
more  pay  you  offer  men  for  a  given  product,  the  more 
of  that  product  they  will  manage  to  supply  you.  This 
18  the  **  utilitarian  "  theory  of  motivation.  The  pro- 
pounders  of  specific  productivity  usually  apply  this 
theory  of  motivation  to  human,  as  well  as  material 
agents,  assuming  that  a  relatively  high  level  of  wages  in 
any  occupation  attracts  numbers  of  workers  into  that 
occupation,  by  means  of  larger  families  within  its  ranks, 
or  by  greater  efforts  among  members  of  other  ranks  to 
give  their  children  or  themselves  the  necessary  training 
to  enter  the  first,  until  equality  of  wages  between  occu- 
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pations  is  secured.  Of  course  the  ^^  utilitarian  "  theoiy 
of  hiunan  motivation  is  not  the  peculiar  property  of  the 
specific  productivity  theorists,  it  is  assumed  in  aU  the 
most  important  explanations  and  advices  given  by 
economists  of  all  persuasions.  There  is  no  doubt  that 
it  is  sufficiently  life-like  in  modem  society  to  make  our 
explanations  in  the  main  sound.  But  if  there  are  psy- 
chological possibilities  of  withholding  an  ''  unproduc- 
tive surplus  "  which  it  is  not  necessary  to  pay,  to  induce 
certain  personal  services,  as  critics  claim,  that  is  worth 
looking  into.  We  now  admit  rather  generally  that  there 
may  be  more  economical  methods  (to  society)  for  induc- 
ing the  services  of  natural  agents  and  monopolies  than 
that  of  paying  the  owners  who  have  been  allowed  to 
appropriate  them,  according  to  the  full  marginal  utility 
of  the  agents'  services;  and  perhaps  the  same  principle 
might  apply  to  capital  and  to  the  rarer  personal  abilities 
—  if  there  really  are  no  marginal  savers,  and  if  the 
creative  impulses  are  so  strong. 

Of  course  we  may  be  convinced  that  the  "  utilitarian  " 
assumption  is  true  of  the  race  of  men  we  know,  and  of 
that  which  the  world  has  always  known.  For  purely 
static  purposes  we  may  take  it  as  a  "  fact  of  choice," 
and  refuse  any  psychological  ministrations  from  the 
institutional  economists,  with  their  jargon  of  "  pecu- 
niary culture,"  "  prescriptive  authority,"  etc.  Yet  we 
are  rather  intrepid  if  we  project  such  assumptions  into 
the  future,  and  insist  that  psychological  research  can 
never  throw  light  on  the  question  of  what  human  nature 
might  become  imder  other  institutions  than  those  of  the 
present  or  of  the  past.  It  may  be  there  is  no  possibility 
of  other  perfectibility  in  mankind  than  in  Imowledge, 
which  will  be  used  in  the  service  of  cunning,  but  if  we 
have  any  appreciation  of  the  strength  of  custom  and 
pubhc  opinion,  we  shall  want  to  consider  the  psjrdiol' 
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ogists'  dissections  of  habit  and  instincti  in  our  estimate 
of  the  future.^ 

A  multitude  of  dynamic  propositions  at  once  more  im- 
mediately feasible  and  more  fundamental  for  social  im- 
proYementi  however,  await  upon  a  better  knoidedge  of 
human  nature  than  economists  generally  now  possess. 
Such  are  those  involving  education  of  consumers'  de- 
mands, the  stimulation  of  productive  effort,  and  the 
avoidance  of  standards  of  consumption  which  are  futile 
or  haimfuL  If  all  people  chose  spontaneously  to  spend 
their  incomes  in  the  directions  which  are,  in  the  long  run, 
most  beneficial  to  themselves  and  everybody  else,  the 
millennium  would  be  realized  under  tiie  competitive 
order.  All  would  work  out  according  to  the  specific 
productivity  ideal.  And  likewise  in  a  collectivist  society 
production  and  saving  would  be  ultimately  determined 
by  consumers'  (voters')  demands,  and  so  the  millennium 
in  this  case  too  depends  upon  better  standards  of  con- 
sumption. Very  likely  the  luxurious  demands  of  the 
rich  would  not  divert  so  much  productive  power  away 
from  necessities  in  such  a  state;  but  most  of  us,  social- 
ists as  well  as  liberalists,  will  admit  that  the  masses' 
individual  demands  need  considerable  improvement. 
If  we  desire  —  not  necessarily  as  economists,  but  as 
men  having  the  social  welfare  at  heart  —  to  do  some- 

>  The  Comt««n  **  hierarchy  of  science  "  Bux>pliee  an  interesting  side-light  at  this 
point.  The  sciences,  as  Comte  showed,  may  be  arrajred  in  simple  to  complex  order, 
eiwifn>fWMlint  to  the  relations  subsisting  in  their  subject-matter.  If  we  start  with  the 
mathematical  and  loi^cal  sciences  as  the  "  lower,"  and  proceed  through  the  physical, 
hioloi^aJ,  payeholoi^cal  and  social  sciences,  we  shall  notice  that  each  science  for  its 
eonfiletion  pcceuppoees  most,  if  not  all,  of  the  results  of  all  the  other  sciences  "  below  " 
%  but  SM»e  of  the  laws  of  sciences  '*  above  "  it.  We  believe  that  neither  Comte  nor 
anyone  else  erer  supposed  that  much  fruitful  and  exact  work  in  any  of  these  fields  must 
wmmX  upon  any  particular  degree  of  completion  of  the  simpler  fields;  but  it  is  useful  to 
this  relationahlp,  which  ■ig«{fi^  that  any  well-authenticated  discovery  in  a 
field,  which  is  inconsistent  with  an  assumption  in  one  of  the  more  complex, 
Meessary  the  revision  of  .the  latter  so  as  to  harmonise  with  the  former.  Psy- 
r,  for  asMBple,  must  adjust  itself  to  all  facts  of  the  physiology  of  nervous  tissue. 
nda  appfieation  of  the  Comtean  formula  was  made  by  Richard  Jennings,  in  his 
Rataial  BsbmbIi  of  PoiMeal  Boonomy,  London,  1865. 
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thing  effectual  toward  improving  oonsumers'  demaiidsy 
we  shall  leam  what  we  can  about  the  psychology  of 
wants.  We  shall  go  to  the  roots  of  customs,  institutions 
and  the  other  social  influencesi  and  by  understandiDg 
the  soiurce  and  extent  of  their  power  over  us,  shall  lean 
to  harness  that  power  toward  making  nature  supper 
more  freely  the  materials  for  realizing  our  ideals.  Sudi 
study  may  not  be  economicsi  but  it  is  certainly  part  of 
the  social  physiology  which  must  be  developed  before 
social  medical  treatment  can  be  most  efficiently  admin- 
istered. It  is  one  of  the  fundamentals  of  the  theory  of 
welfare  as  related  to  wealth,  which  nearly  all  economists 
feel  bound  somehow  to  consider. 

The  suggestion  mentioned  above,  that  current  theory 
is  sufficiently  dynamic,  because  it  simply  works  out  prin- 
ciples of  reasonable  and  economical  use  of  resouroes, 
which  must  be  conformed  to  if  the  group  is  not  to  be 
ousted  from  the  world  by  another  group  which  does  con- 
form to  them,  must  be  borne  in  mind  lest  we  make  our 
theories  too  comfortably  humanistic  by  overlooking  the 
stonewalls  of  fact  which  we  are  about  to  bump  our 
heads  against.  Altho  correspondence  to  existing  hiunan 
nature  is  not  the  last  criterion  of  economic  theory,  yet 
human  nature  is  one  of  the  elements  which  our  active 
adaptive  process  has  to  work  with,  in  adjusting  our 
society  to  its  physical  enviroimient.  The  best  possible 
institutions  (which  we  may  have  some  hand  in  framing) 
must  have  a  double  adjustment  —  to  the  nature  of  man 
and  to  the  nature  of  the  physical  imiverse.  Our  bodily 
structiu*es  also  may  not  be  as  adaptive  as  those  of  some 
of  our  competitors,  but  in  order  to  improve  them,  we 
must  know  the  principles  upon  which  they  are  organized. 

And  so  our  tentative  conclusion  is  that  an  accurate 
knowledge  of  the  psychology  involved  in  economic  be- 
havior is  needed  in  economic  theory,  not  so  much  for 
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static  as  for  dynamic  purposes.    It  is  needed  for  static 
theory  if  we  want  to  be  assured  that  our  static  theory  is 
as  complete  and  fundamental  an  explanation  as  the 
flTiatifig  state  of  knowledge  permits.    But  it  is  vital  for 
dynamic  theory,  which  looks  beyond  the  existing  con- 
ditions of  wants,  social  structures  and  industrial  devices, 
and  prophesies  what  would  be  the  result  of  various  sup- 
posed innovations,  if  they  were  made.    In  this  same 
fashion  we  have  long  pl^cted  the  probable  results  of 
hypothetical  taxes  and  tariffs  on  production,  distribu- 
tion, etc.    If  we  can  set  up  hjrpotheses  as  to  ways  of 
changing  consumers'  demands,  or  producers'  springs  to 
action,  which  pefychological  science  shows  to  be  plausible, 
and  trace  their  effect  on  economic  life,  we  shall  be  adding 
to  the  purely  scientific  theorems  which  the  legislator 
or  reformer  may  find  helpful.    And  aside  from  the  pos- 
dble  applications  to  pure  economic  theory,  such  knowl- 
edge of  motives  is  bound  to  be  useful  in  the  practice  of 
social  art. 

Z.  Clark  Dickinson. 

Cambridgb^  Mass. 
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I.  The  Exchange  Situation 

To  the  student  of  international  trade  the  experiences 
of  Latin  America  during  the  war  offer  interesting  ma- 
terial for  analysis.  Especially  interesting  is  the  course 
of  foreign  exchange.  Exchange  has  fluctuated  with  a 
violence  that  would  be  impossible  in  normal  times;  and 
the  fluctuations  have  occurred  in  response  to  commercial 
and  financial  changes  particularly  significant  for  these 
''  young  countries/'  whose  business  of  mRlnng  a  living 
consists  chiefly  in  exchanging  their  raw  produce  f(ff 
foreign  manufactures,  and  whose  capital  is  obtained 
almost  entirely  by  foreign  borrowings. 

So  abnormal  did  the  exchange  situation  become  in  the 
later  stages  of  the  war  that  in  some  cases  ''  credit- 
exchange  "  agreements  were  resorted  to  at  the  solidtar 
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tion  of  the  United  States  and  the  Allies.  In  Januaryi 
1918,  Argentina  entered  into  a  ''Grain  Convention" 
with  Great  Britain  and  France,  whereby  a  credit  of 
S200|000,000  was  granted  to  those  nations  to  finance  the 
purchase  of  2,500|000  tons  of  Argentine  wheat  of  the 
1917-18  harvest.  Shortly  afterwards  a  similar  credit 
fund  was  extended  by  Aiigentina  to  the  United  States, 
for  $40,000,000.  In  February,  1918  the  Uruguayan 
congress  sanctioned  a  credit  of  $15,000,000  to  Great 
Britain;  and  in  July,  one  of  $20,000,000  to  the  United 
States.' 

These  various ''  credit-exchange  '^  conventions  had  as 
their  main  piurpose  the  stabilization  of  exchange  without 
resort  to  gold  shipments.  Their  general  character  may 
be  shown  by  a  brief  description  of  the  arrangement  be- 
tween Argentina  and  the  United  States.  By  way  of  a 
b^inning,  we  may  recall  the  basic  principle  of  the  ex- 
change mechanism  as  it  operates  in  normal  times:  that, 
in  response  to  the  conditions  of  demand  for  and  supply 
of  bills  of  exchange  (represented  respectively  by  those 
who  owe  payments  abroad,  and  those  who  receive  pay- 
ments from  abroad),  exchange  fluctuates  within  the 
narrow  limits  of  the  ''  gold  points,''  and  cannot  depart 
farther  from  par,  for  the  reason  that  with  the  rate  at 
specie  point  it  becomes  cheaper  to  make  or  receive  pay- 
ment (as  the  case  may  be)  in  gold,  including  cost  of  car- 
riage overseas,  than  by  bill  of  exchange.  Gold  thus 
flows  out  of  or  into  the  given  country  according  as  ex- 
change is  at  the  gold  export  point  (imfavorable  to  inoh 
porters  and  other  debtors  to  the  outside  world)  or  at 
gold  import  point  (imfavorable  to  exporters  and  other 
csreditors  of  the  outside  world) .  Such,  very  baldly,  is  the 
mechanism  in  peace  times.  But  the  United  States  gov- 
ernment was  at  war,  and  had  placed  an  embargo  on  the 

>  A  liiiiifiar  amuicaiDeDt  between  the  United  States  mnd  ChUe  wae  under  disouaBion 
r,  but  WM  not  put  into  operation. 
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export  of  gold ;  so  that  the  delicate  mechanism  of  the 
gold  points  was  upset.  Thereafter,  the  fluctuations  of 
the  rate  of  exchange  became  much  wider  and  more  vio- 
lent, being  governed  wholly  by  the  conditions  of  supply 
of  and  demand  for  bills,  without  the  possibility  of  gdd 
movements  to  relieve  the  pressure  on  the  rate.  In  the 
case  of  Argentina  the  rate  had  risen  to  a  figure  sadi 
that  the  peso  was  at  a  premimn  of  about  13  per  cent  over 
the  dollar;  and  this  for  the  reason,  as  we  shall  see  moie 
fully  later,  that  Argentina  had  a  large  balance  of  inter- 
national payments  due  to  her,  and  therefore  an  excessive 
supply  of  bills  offered  for  sale  in  the  Buenos  Aires  mar- 
ket. Further  purchases  of  Argentine  exports  would 
increase  that  supply  of  bills,  and  drive  the  rate  still 
higher.  How  relieve  the  pressure  and  force  the  rate  ' 
back  toward  its  normal  level  without  resorting  to  gold 
shipments  ? 

The  following  system  was  devised.    The  New  YoA 
importer  who  bought  goods  in  Argentina  was  permitted 
to  settle  by  giving  a  check  upon  his  New  York  bank   i 
to  the  Federal  Reserve  Bank,  which  sold  hirn  an  ord^ 
for  pesos  payable  in  Buenos  Aires.    The  Argentine  gov- 
ernment, through  the  Banco  de  la  Naci6n,  lent  to  our 
government  (i.  e.,  to  the  Federal  Reserve  Bank)  the 
required  pesos,  delivered  in  Buenos  Aires,  to  pay  the  bill 
to  the  Argentine  exporter.    The  Banco  de  la  Nadte    ' 
agreed  not  to  draw  upon  the  Federal  Reserve  Bank    < 
during  the  period  of  the  credit-exchange  arrangement, 
but  to  content  itself  with  allowing  its  credit  to  grow. 
This  arrangement  was  to  continue  until  the  credit  had 
grown  to  $40,000,000  (later  mcreased  to  $100,000,000). 
Thus,  the  New  York  importer  paid  his  debt  (to  tiie    ^ 
Federal  Reserve  Bank),  the  Argentine  exporter  reodved 
payment  (in  paper  pesos  issued  to  him  by  the  Banco  cte    '• 
la  Naci6n) ;  and  no  remittances,  whether  of  gold  or  of 


LATIN  AMERICAN  FOREIGN  EXCHANGE  425 

Qb  of  exchangei  took  place  between  the  two  countries. 
tat  our  government  owed  to  the  Argentine  government 
growing  debt,  to  be  paid  off  after  the  war,  in  gold  or  in 
Kids;  and  to  make  that  payment  it  had  the  sums  re- 
aived  from  our  importers.  In  other  words,  for  the 
tnmtion  of  the  agreement  the  whole  process  of  pajring 
r  our  Argentine  imports  ceased  to  be  a  foreign  ex- 
lange  transaction  at  all,  or  rather,  as  it  has  been  com- 
only  put,  it  became  a ''  credit-exchange  *'  transaction. 
igentina  exchanged  that  part  of  her  exports  which 
Eceeded  her  imports  for  a  credit,  to  be  paid  off  at  a 
[tare  date.  By  this  arrangement  the  excessive  supply 
'  exchangei  represented  by  the  exports,  was  withdrawn 
om  the  exchange  market,  which  almost  immediately 
Q  markedly  in  the  direction  of  the  par  rate. 
Our  present  interest  is  not  in  the  credit-exchange  ar- 
ingements  themselves,  but  in  the  abnormal  situation 
hich  made  them  necessary.  They  have  been  described, 
sry  briefly,  merely  as  a  means  of  setting  forth  some 
pects  of  that  situation,  and  of  the  forces  which  under- 
y  it.  The  purpose  of  this  paper  is  to  compare  the 
arse  of  foreign  exchange  in  the  four  leading  South 
merican  coimtries  —  Argentina,  Brazil,  Chile,  and 
ruguay  —  dming  the  war;  and  to  study  some  of  the 
lirf  commercial  and  financial  changes  responsible 
«refor.  The  accompanying  chart  will  serve  as  a 
aiting  point  for  the  discussion. 
The  chart  compares  the  course  of  exchange  on  90-day 
l^t  sterling  bills  in  the  four  countries  named,  for  the 
nod  1914-18.  To  render  the  fluctuations  of  the  four 
mres  comparable  with  each  other,  the  actual  quota- 
0118  for  each  country,  averaged  for  each  month,  are 
qireased  in  terms  of  their  percentage  deviations  from 
le  mint  par  of  exchange  between  the  gold  currency 
Dtt  of  the  country  in  question  and  British  currency.   In 
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Latin  American  countaies  sterling  exchange  is  quoted 
in  British  pence^  the  par  of  exchange  being  47. SIM.  pet 
Argentine  peso^  16d.  per  Brazilian  milreis,  and  bid.  pet 
Uruguayan  peso.  In  the  case  of  Chilei  as  will  be  de> 
scribed  more  fuUy  later,  the  par  of  exchange,  ISd.,  i 
merely ''  nominal  '^  since  the  law  declaring  the  vatue  oi 
the  peso  to  be  18d.  is  inoperative,  the  currency  of  thai 
country  being  in  fact  depreciated  inconvertible  paper. 

As  an  indication  of  the  d^ree  of  abnormality  of 
exchange  fluctuations,  the ''  gold  points,"  within 
limits  the  rates  of  exchange  fluctuate  in  normal 
are  drawn  on  either  side  of  the  par  line.   Since  the 
(pn  between  the  par  of  exchange  and  the  gold  import 
export  points  is  not  the  same  in  any  two  countries, 
ing,  among  other  factors,  with  the  distance  (and 
quent  freight  costs)  between  the  exchanging  count 
ample  margins  have  been  allowed,  +  2  per  cent 
mium)  being  taken  as  the  gold  import  point,  and  -2 
cent  (discount)  as  the  gold  export  point.  ^ 

It  is  at  once  apparent  that  in  all  four  countries 
change  departed  widely  from  the  usual  limits.    Tbfrj 
mechanism  of  gold  points  broke  down  completely.  Even 
the  Buenos  Aires  exchange,  which  shows  the  least  vio-; 
lent  dislocation,  rose  in  December,  1918,  to  about  5id^l 
a  premiiun  of  13  per  cent.    Montevideo  exchange 
as  high  as  65}(2.,  in  May,  1918,  a  premium  of  28 
cent.    Brazilian  exchange,  on  the  other  hand,  d< 
ciated,  falling  as  low  as  ll^d.  in  October,  1914  (a 
count  of  31  per  cent),  and  fluctuating  since  that 


>  Throughout  this  paper  the  terms  "  premium  *'  and  *'  diacount  '*  hw 
th«  monetary  units  of  the  South  American  countries  under  diacuMkm 
British  currency.   Exchange  being  quoted  in  British  pence,  a  rise  of  tlie  rate  i 
more  pence  must  be  offered  for  the  peso,  or  the  milreis  as  the  case  may  ba.   kl< 
words,  a  rise  above  par  signifies  a  discount  on  sterling,  and  a  premiuBi  OB  thi] 
Contrariwise,  a  fall  below  par  means  a  premium  on  sterling  and  a  dtaoooBft  OB  tfti] 
The  rise  and  fall  of  the  Latin  American  steriing  exchanges,  thcrefon,  ara  to  bti 
preted  in  just  the  contrary  way  from  the  rise  and  fall  of  sterling  **"****g*  in  Nfv  Vi 
Since  the  New  York  quotations  are  in  United  States  cuirency,  a  riae  •'g"**—  a  < 
on  the  dollar,  and  a  fall  a  premium  on  the  dollar. 


I 


-g 


^H 


ri^  fvi99^ 


I 

m 

a 
f 

9 


s 

I 

1 


£C? 


c 


^ 


LATIN  AMBBICAN  FOBSIGN  EXCHANGE         4an 

between  12d.  and  lid.  (12}  per  cent  to  25  per  cent  di»- 
eonnt).  The  Chilean  exchange  movement  was  unlike 
any  of  the  others.  It  was  by  far  the  most  striking.  As 
in  Argentina  and  XJruguayi  the  general  trend  was  up- 
ward; but  the  upward  sweep  was  of  incomparably 
greater  extent  than  in  the  case  of  either  of  those  coun- 
tries. On  the  other  hand,  notwithstanding  the  spectacu- 
lar Baceat  of  the  rate,  Chilean  exchange  at  no  point  rose 
to  tiie  statutory  par,  but  remained  throughout  a  depre- 
dated paper  exchange.  The  Chilean  situation,  compli- 
cated as  it  is  by  the  depreciated  paper  basis  of  the 
currency,  must  be  left  for  later  treatment. 

Leaving  out  of  account  for  the  present,  then,  the  com- 
plicating factor  of  depreciated  paper  currency  in  Chile, 
the  outstanding  facts  shown  by  the  chart  are  two: 

1.  The  abnormality  of  the  fluctuations  of  exchange  in 
aU  countries,  and 

2.  The  striking  difference,  as  regards  the  direction  of 
the  exchange  movement,  between  Brazil  on  the 
one  hand,  where  the  rate  has  fallen  markedly,  and 
Argentina,  Uruguay,  and  Chile  on  the  other, 
where  exchange  has  risen  no  less  markedly.  The 
explanation  of  this  difference  is  the  main  purpose 
of  this  article. 

The  abnormality  of  the  exchange  fluctuations  in  itself 
requires  no  further  comment.  As  we  have  seen,  it  was 
the  inevitable  consequence  of  the  violent  interruptions 
and  alterations  of  commercial  and  financial  international 
currents  occasioned  by  the  war,  coupled  with  the  reluc- 
tance of  the  countries  at  war  to  part  with  gold,  and  the 
consequent  embargoes  placed  upon  its  export. 

We  shall  proceed  to  the  consideration  of  the  second 
point,  the  comparison  of  the  exchange  movements  in  the 
several  countries;  and  we  shall  discuss  the  changes  in 
foreign  trade  and  finance  responsible  for  those  move- 
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ments.  Enough  has  been  saidi  in  the  consideration  of 
the  Argentine  credit-exchange  arrangement,  to  indicate 
the  general  lines  of  the  analysis.  Since  the  rate  of  ex- 
change fluctuates  with  the  conditions  of  supply  of  and 
demand  for  bills,  and  since  the  supply  and  demand  com- 
prise all  international  transactionSi  the  first  ori|^nating 
in  those  transactions  for  which  payment  is  due  to  the 
given  country,  and  the  second  in  those  for  which  pay- 
ment is  demanded  from  the  country  by  the  outside 
world,  our  analysis  of  exchange  movements  lesolveB 
itself  into  a  study  of  the  balance  of  intenational  pay- 
ments in  each  country,  an  offsetting  of  '^  credits " 
against ''  debits/'  On  the  credit  side  of  the  balance  are 
the  exports,  borrowings  of  foreign  capital,  interest  re- 
ceivable on  capital  invested  in  other  lands,  and  other 
items  for  which  payment  is  due  to  the  country.  On  die 
debit  side  are  the  imports,  interest  owed  on  foreign  cos- 
tal invested  in  the  country,  immigrants'  remittanoeB, 
maritime  freight  charges,  and  other  such  items.  Not  all 
of  the  items  are  available  for  each  country,  but  because 
of  the  striking  character  of  the  changes  that  occurred, 
it  is  possible  to  arrive,  substantially,  at  definite  con- 
clusions regarding  their  effects.  In  addition  to  the 
balance  of  international  payments,  some  attention  must 
be  given,  briefly,  to  the  monetary  complications  —  so 
prevalent  in  South  American  countries  —  which  affect 
the  nature  and  course  of  the  exchanges.  We  begin  with 
Argentina. 

II.  Exchange  and  the  Balance  of  Inter- 
national Payments 

1.  Argentina 

Buenos  Aires  exchange  rests  securely  on  a  gold  basis, 
the  \mit  being  the  gold  peso  ( »  47.58d.,  or  United 
States  $.965)  created  by  the  Monetary  Law  of  1881. 
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For  two  decades  after  the  passage  of  this  statute,  how- 
everi  the  real  currency  of  the  country  was  depreciated 
inconvertible  paper,  the  premium  on  gold  fluctuating 
violently.  During  the  Baring  Panic  of  1890-91,  which 
was  precipitated  by  extravagant  borrowing  of  foreign 
capital  and  a  consequent  land  and  railroad  boom,  coin- 
cident with  lavish  issues  of  paper  imder  the  National 
Bank  system,  the  premium  reached  a  height  of  364  per 
ccnt^^  a  figure  probably  not  paralleled  in  any  important 
country  in  the  nineteenth  centiuy. 

By  1899,  however,  largely  in  consequence  of  a  succes- 
sion of  favorable  balances  of  international  payments, 
and  a  consequent  inflow  of  gold,  the  premium  on  gold 
had  fallen  to  127  per  cent,  so  that  the  paper  peso  was 
worth  $.44  of  the  gold  peso  of  1881.  By  the  Conversion 
Law  of  1899  the  value  of  the  paper  peso  was  definitely 
stabilixed  at  the  existing  rate,  $.44  gold,  by  means  of  a 
conversion  fund  for  the  free  exchange  of  paper  into  gold 
and  gold  into  paper  at  that  rate.  Since  1899,  therefore, 
tfie  paper  currency,  the  only  currency  in  use  in  the  coun- 
try, has  maintained  a  stable  value,  resting  securely  upon 
a  gold  basis.  The  Uruguayan  is  also  a  gold  exchange, 
tfie  peso  having  a  par  value  of  51(2.,  or  United  States 
S1.034. 

Turning  now  to  the  war  period,  our  chart  (p.  426) 
indicates  that  until  August,  1914  Argentine  exchange 
fiactuated  within  the  specie  points,  the  extreme  fluctua- 
tions being  47  A  (July)  and  48}  (March),  1.9  per  cent 
below  par  and  1.6  per  cent  above  par  respectively.  In 
August  and  September,  1914,  the  exchange  market  was 
virtuaUy  inoperative,  Buenos  Aires  being  quoted  as 
''  nominal."  Thereafter  the  fluctuations  became  wider, 
but  did  not  depart  far  from  the  gold  import  point  until 

s  Ib  OeiolMr,  1801.  Bee  MArtines  and  Lewandowald,  L»  Reimblica  Argentinft  en  dt 
EZ,  p.  470. 
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the  fall  and  winter  of  1916-17  (Argentine  spring  and 
summer)^  when  the  exchange  rose  to  52  (January,  1917), 
a  premium  of  over  9  per  cent.  In  the  following  winter 
exchange  rose  to  53^  (December,  1917),  a  premium  of 
13  per  cent. 

Up  to  this  point,  the  Argentine  and  Uruguayan  ex- 
changes were  markedly  in  sympathy  with  each  other. 
This  correspondence  was  to  be  expected,  since  the  two 
countries  form,  in  many  respects,  a  homogeneous  trade 
area,  buying  and  selling  the  same  conunodities,  and 
financing  their  international  transactions  throu^  the 
same  hands.  After  January,  1918,  however,  the  cor- 
respondence was  lacking.  Montevideo  exchange  a»» 
cended  to  64|d.  (27.9  per  cent  above  par),  while  the 
Buenos  Aires  exchange,  after  an  initial  fall  to  50^^ 
remained  fairly  stable.  This  lack  of  correspondence  of 
the  two  exchanges  is  ascribable  mainly  to  the  credit- 
exchange  arrangements  which  have  becoi  described.  It 
will  be  recalled  that  the  Argentine  conventions  went 
into  effect  early  in  1918,  the  Uruguayan  agreements  not 
being  completed  until  summer. 

Throughout  the  course  of  both  of  these  exchanges 
there  is  noticeable  an  annual  wave  movement,  reaching 
its  crest  in  the  winter  months  (South  American  summer) 
and  its  trough  in  the  smnmer  months.  This  wave 
movement  is  due  chiefly  to  the  alternation  of  active  and 
inactive  seasons  in  the  export  trade.  From  October  to 
May,  approximately,  the  harvest  comes  to  port  and  JB 
shipped;  there  is  consequently  a  flood  of  bills  of  ex- 
change offered  for  sale  by  the  exporters,  and  the  rate 
moves  upward.  From  May  to  October,  the  exchangB 
market  is  less  active. 

The  most  important  feature  of  the  exchange  mov^ 
ment  is  the  marked  rise,  appearing  first  in  the  winter  ci 
1916-17,  and  becoming  still  more  striking  in  the  winter 
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[>f  1917-18.  This  rise  is  to  be  explained  by  reference  to 
the  changes  occurring  in  the  balance  of  international 
pajrments. 

For  the  analysis  of  these  changes  we  are  fortunate  in 
baving  the  computations  of  Dr.  Alejandro  E.  Bunge, 
Director  General  of  National  Statistics  of  Argentina, 
uid  those  of  Sefior  Carlos  Alfredo  Tomquist,  one  of  the 
most  eminent  bankers  and  financiers  of  Argentina.^ 
Dr.  Bunge  has  computed  the  Argentine  balance  of  pay- 
noits  for  1916,  and  Sr.  Tomquist  has  computed  the 
balance  for  each  year  since  1913.' 

For  the  purpose  of  this  study  it  will  be  sufi^cient  to 
present  the  summary  figures  of  Sr.  Tomquist's  balances 
Icat  1913-14  and  191&-17.  Sr.  Tomquist  makes  his  com- 
pfutations  for  the  Argentine '' economic  year/'  October  1 
to  September  30.  In  the  following  tables  these  balances 
ne  given  in  summary  form.  The  first  gives  the  balance 
For  the  year  1913-14,  the  second  for  the  year  191&-17.' 


1  Br.  Tomqabt  poeMHW  the  best  finimcinl  and  commercud  library  in  Buenos  Aires. 
Bb  iBtbfSr,  the  late  Sr.  Ernesto  Tonuiuist,  was  the  intimate  adviser  of  Pftsidents  Pd- 
n  and  Roea  dnrinc  the  period  foQowing  the  Baring  Panic  (1890-01),  and,  with 
minister  Dr.  J.  M.  Rosa,  the  author  of  the  Convendon  Law  of  1800. 

*  TiMse  balances  were  presented  to  the  writer  during  a  yisit  to  Buenoe  Aires  in  1017- 
U^  as  traTdUng  fellow  from  Harvard  University. 

•  TIm  reader  will  note  the  absence  of  the  item  of  freight  charges  from  the  Argentine 
This  omiswon  is  intended.   FMght  charges  do  not  constitute  an  item  in  the 

payments  of  Argentina,  by  reason  of  the  method  followed  in  recording  the 
of  foreign  trade.  **  Value  of  Imports  "  is  compiled  by  the  use  of  an  official  list 
prices  C*  tarifa  de  avaluoe  ")  which  serve  as  standards  for  the  computation  of 
duties.  When  originally  drawn  up  this  list  represented  the  actual  xvi6es  of  im- 
pHtsd  eoBunodtties  and  thus  included  frught  charges  on  imports.  From  lack  of 
and  accurate  revision  of  the  list,  however,  the  "  tarifa  de  avaluoe  "  has  for 
eonfonned  very  imperfectly  to  actual  import  inices,  and  Dr.  Bunge,  Director 
of  Statastios,  has  initiat^^  the  practice  of  correcting  the  import  statistics  oom- 
lledfraoi  this  list,  by  reference  to  the  actual  market  prices.  Concerning  freight  charges 
Dr.  Bunge  says:  "  The  piioee  taken  (as  the  basia  for  compiling  '  Value  of 
')  are  those  of  our  (the  Buenoe  Aires)  market.  Maritime  freights, which  do  not 
H— sJntTT  the  country  because  all  the  shipping  which  carries  our  products  is  foreign,  are 
Ml  paid  by  ns;  they  do  not  occadon  either  a  credit  or  a  debit  of  our  country  toward  the 
worid,  and  ought  not  to  figure  as  an  item  of  our  foreign  commerce."  El  Inter- 
SeoBomico  de  la  Repubtica  Argentina  en  1016,  p.  18. 
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The  Argbntinb  Bauincb  of  Patmbntb,  1913-14 

(TbouMDd  told  pcKM  (iMto  «  (.MS)) 

Credit 

1.  Exports 404,250 

2.  Capital  invested  ^ 114,000 

Total 518^ 

Debit 

1.  Imports 302,100 

2.  Debt  Services 177,300 

Total 500,400 

BAUkNCB ^51,150 

Reduction  of  Gold  Stock  in  Country +32,000 

Net  Balance —18,550 

The  Abgemtine  Bauincb  of  Patmemtb,  1916-17 

(Thouaand  told  peiot  (pcto  «  (.MS)) 

Credit 

1.  Exports 599,300 

2.  Capital  invested 30,300 

Total 629,600 

DsBrr 

1.  Imports 357,500 

2.  Debt  Services' 201,500 

3.  Immigrant's  Remittances 10,000 

4.  Tourist's  Expenditures 3,000 

5.  Subscriptions  to  War  Loans 8,500 

Total 580,500 

Balance +49,100 

Increase  in  Gold  Stock  of  Country —33,143 

Net  Balance +15,957 

>  The  separate  items  under  "  Capital  Invested  "  are: 

1.  Two  loans  contracted  by  the  national  government,  and  one  by  the 

federal  capital $46,200,000 

2.  Securities  issued  in  Europe  by  railroad  and  other  companies  in  Argentina   S4,3OO,O0O 

3.  Bonds  sold  in  Europe  (cedulas,  paving  bonds,  etc.) 13,600,000 

4.  Interest  reloaned  by  mortgage  companies 5.0004)00 

6.   Private  mortgages  and  other  investmenta 6,0004)00 

Total $114.0004)00 

*  The  separate  items  under  "  Debt  Services  "  are: 

1.  Service  of  the  public  debt $40,8004)00 

2.  Service  of  foreign  mortgage  investmenta  in  Argentina 16300,000 

3.  Service  of  cedulas 9.000^ 

4.  Service  of  railway  capital 40,0004)00 

6.   Service  of  other  foreign  capital 32,000,000 

6.   Repayment  of  short-time  public  loans 53,0004)00 

Total $201,500,000 
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These  tables  indicate  a  reversal  of  the  Argentine  inter- 
national situation  between  the  last  year  prior  to  the  war 
and  the  year  ending  September  30,  1917.  If  we  leave 
out  of  account,  for  the  moment,  the  item  relating  to 
changes  in  the  gold  stock  of  the  country,  we  find  in 
1913-14  that  the  balance  was  unfavorable  to  Argentina 
by  $51,150,000.  It  is  well  known  that  the  year  1913-14 
witnessed  a  '^ near-panic''  in  Argentina;  the  unfavor- 
able balance  of  payments,  the  consequent  downward 
pressure  on  exchange,  and  the  large  outflow  of  gold 
were  important  factors  in  that  situation.  Turning  to 
1916-17  we  find  a  different  situation.  The  balance  of 
payments  is  favorable,  the  excess  of  the  credit  account 
over  the  debit  account  amounting  to  $49,000,000. 

But  both  of  these  figures  were  reduced  by  interna- 
tional gold  movements;  and  since  the  interruption  of 
gold  movements  forms  an  important  part  in  the  explani^ 
tion  of  the  abnormal  state  of  the  Latin.American  ex- 
changes, the  figures  of  the  balance  sheets  relating  to  this 
item  deserve  separate  attention.  By  virtue  of  the  nor- 
mal exchange  mechanism,  already  reviewed,  an  excess 
of  debits  over  credits  drives  exchange  to  a  discount  and 
induces  an  outflow  of  gold ;  and,  contrariwise,  an  excess 
of  credits  over  debits  drives  exchange  to  a  premiima  and 
induces  an  inflow  of  gold.  Gold  movements,  therefore, 
constitute  the  balancing  item,  so  to  speak,  of  interna- 
tional i>ayments,  by  means  of  which  credits  and  debits, 
and  consequently  the  rate  of  exchange,  tend  toward  a 
state  of  equilibrium.  In  view  of  this  fact  one  would  ex- 
pect from  the  terms  of  the  balance  of  1913-14  to  find  a 
eoDfliderable  outflow  of  gold.  Such  an  outflow  did  occur, 
the  net  reduction  of  the  gold  stock  of  the  country  in  that 
year  being  $32,600,000.  Subtracting  this  sum  from  the 
unfavorable  balance  of  $51,600,000,  we  obtain  a  net 
micovered  balance  of  $18,550,000 ''  against "  Argentina. 
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In  the  same  way,  in  1916-1 7,  one  would  expect,  nor- 
mally,  a  considerable  inflow  of  gold;  and  such  an  inflow 
did  occur^  the  net  addition  to  the  country's  stock  of 
gold  in  that  year  being  $33,143^000.  Subtracting  this 
amount  from  the  favorable  balance  of  $49,100|000,  we 
have  a  net  uncovered  balance  of  $15,957,000  ''  in  favor 
of ''  Argentina.  But  in  191&-17  such  a  net  inflow  of 
gold  appears  at  first  glance  surprising,  since,  as  has  been 
said,  Hie  nations  at  war  had  placed  an  embargo  on  the 
export  of  gold.  The  details  of  the  gold  movement  in 
1916-17  are  therefore  essential  to  an  adequate  under- 
standing of  the  Argentine  situation.  Sr.  Tomquist  has 
given  the  figures  of  the  gold  movement  by  quarters;  the 
net  import  in  each  quarter  being  as  follows: 

(POO'S  omittad) 

Last  quarter  of  1916 $6,772 

First  quarter  of  1917 24,021 

Second  quarter  of  1917 2,901 

Third  quarter  of  1917 49 

It  is  seen  that  virtually  all  of  the  gold  entered  the 
country  in  the  first  two  periods.  The  falling-off  in  the 
second  quarter  of  1917  is  striking;  and  in  the  third 
quarter  the  gold  movement  is  n^ligible.  The  heavy 
imports  up  to  April,  1917,  came  from  New  York.  They 
came  in  consequence  of  a  balance  of  payments  becoming 
increasingly  favorable  to  Argentina.  They  served,  in 
part  and  for  the  time,  to  meet  that  balance,  and  tiiU8 
prevented  the  rate  of  exchange  from  rising  so  hig^  as  it 
would  otherwise  have  risen.  When  the  United  StateB 
entered  the  war,  the  flow  of  gold  from  New  York  dwin- 
dled (as  it  had  already  done  from  the  oth^  countries  at 
war),  and  soon  ceased.  The  effect  is  seen  in  the  next 
Argentine  export  season,  the  fall  and  winter  of  1917, 
when  the  rate  of  exchange  went  much  higher  than  in  the 
preceding  year,  and  made  necessary  the  credit-ezchange 
arrangements. 
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Further  examination  of  the  tables  that  have  been 
given  for  1913-14  and  1916-17  indicates  in  what  mann^ 
the  reversal  of  the  balance  of  payments  occurred.  In 
the  war  period  the  flow  of  capital  to  Argentina,  which  in 
1913-14  amounted  to  $114,000,000,  was  virtually  cut  off. 
Interest  charges  and  other  financial  payments  mean- 
time increased,  mainly  through  the  pajring  off  in  1916- 
17  of  $53,000,000  of  short-time  public  loans.  These 
changes  increased  the  net  outgoings  on  all  items  of  the 
balance  except  the  foreign  merchandise  trade  by  $129,- 
400,000.  This  increase  on  the  debit  side  of  the  balance, 
however,  was  much  more  than  offset  by  the  striking 
change  in  the  balance  of  merchandise  trade.  Exports 
increased  $195,050,000;  and  at  the  same  time  imports 
decreased  $34,600,000;  with  the  result  that  the  mer- 
chandise balance  in  1916-17  was  favorable  by  $241,- 
800,000,  a  sum  so  large  as  to  offset  the  net  debit  of 
$129,400,000  incurred  on  all  other  items,  and  leave  a 
BQiplus  of  $49,100,000.  Even  after  allowing  for  the 
^  balancing  item  '^  of  a  net  import  of  gold  of  $33,143,- 
OOO,  we  find  a  net  uncovered  balance  in  favor  of  Argen- 
tina of  $15,957,000  on  all  international  transactions. 

This  striking  alteration  of  the  balance  of  merchandise 
trade  is  characteristic  of  all  the  Latin  American  coun- 
tries.   In  all  of  them  imports  have  been  restricted, 
mainly  by  reason  of  the  scarcity  of  shipping,  the  need 
for  redistributing  tonnage  with  a  view  to  war  require- 
ments, and  the  desire  on  the  part  of  the  nations  at  war 
to  conserve  both  tonnage  and  goods.    In  Argentina, 
Uruguay,  and  Chile,  the  shrinkage  in  imports  has  been 
accompanied  by  an  extraordinary  expansion  of  exports, 
in  response  to  the  war-stunulated  demand  of  Eim)pe 
and  the  United  States  for  food  stuffs  and  materials  of 
war.   It  is  this  change  in  the  merchandise  balance  which 
]g  mainly  responsible,  given  foreign  embargoes  on  gold, 
for  the  striking  variation  of  foreign  exchange. 
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Since  the  Argentine  balances  of  payments  have  been 
presented  with  greater  fnUness  and  precision  than  is  pos- 
sible for  the  other  countries,  the  simple  presentation  of 
the  balances  will  suffice  as  an  explanation  of  the  rise  of 
Buenos  Aires  exchange.  There  is  not  space  for  a  de- 
taUed  consideration  of  the  merchandise  trade  by  itself. 
The  most  important  change  therein,  the  great  increase 
in  value  of  exports,  was  due  to  the  nature  of  the  exports, 
of  which  meat,  wool,  and  cereals  are  the  chief.  It  is 
interesting  to  note,  however,  that  the  growth  in  value  of 
exports  was  not  wholly,  or  even  chiefly,  due  to  an  fai- 
crease  in  quantity  exported.  In  1917,  the  year  we  have 
studied,  there  was  in  fact  a  striking  decrease  in  quantity, 
in  the  case  of  some  of  the  chief  exports.  The  following 
figures  show  the  exports  of  meat  and  cereals  bom  Argen- 
tina and  Uruguay  combined,  for  the  period  1914-17. 

EbcPOBTB   OF   MbAT  AND   CeRBAUS  FBOM   AbGKNTINA   AMD   UbUOUAT, 

1914-17 » 

(1000  tons) 


1.  Meat: 

Carcasses  of  frozen  sheep  and 

lambs 

Quarters  of  frozen  beef 

Quarters  of  chilled  beef 

2.  Cereals: 

Wheat 

Maize 

Linseed 

Oata 

Barley 


1014 


1915 


2,845 
1,963 
3,398 

958 

3,512 

862 

360 

21 


2,246 
4,457 
1,309 

2,449 

4,331 

995 

501 

76 


1016 


2,165 

5,718 

933 

2,245 

2,827 

639 

785 

53 


1917 


1,600 

5,335 

670 


806 
140 

m 

11 


It  will  be  seen  that  in  these  two^  the  most  important 
branches  of  Argentine  trade^  quantity  exports  after  a 

*  Data  from  the  Argentine  official  Anuarioe  dd  Comerao  y  d«  la  NaTegaeiaa, 
and  BuflineM  Conditiona  in  the  Arfentine,  No.  40,  Ernesto  Tomqioat  and  Co.,  Ild^ 
pp.  14-15. 
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rise  in  1915  barely  held  their  own  in  1916,  and  in  1917 
descended  very  considerably  below  the  figures  of  1914. 
The  decrease  of  meat  exports  is  ascribable  to  the  in- 
creasing scarcity  of  shipping.  The  shrinkage  of  cereal 
esq>ort8,  which  is  especially  marked  in  every  item,  was 
due  partly  to  shipping  scarcity,  but  mainly  to  the 
drou^t  and  frost  which  in  many  districts  ruined  the 
1916-17  harvest.  It  will  be  recalled  that  President 
Iiigoyen  placed  an  embargo  on  wheat  for  a  time,  and 
inaiy  consented  to  release  wheat  to  Great  Britain  on 
condition  that  each  shipment  be  replaced  by  an  equal 
quantity  of  Australian  wheat. 

The  increase  of  the  value  of  exports,  then,  was  mainly 
due  to  an  extraordinary  rise  in  export  prices.  Wheat 
selling  at  about  $10  per  100  kilos  in  July,  1914  sold  for 
$19  in  June,  1917;  com  rose  in  the  same  period  from 
S5.75  to  $13.50;  linseed  from  $14.60  to  $25.  Wool  sell- 
ing at  $7-$12  (paper)  per  10  kilos,  accordiog  to  grade, 
in  July,  1914,  sold  at  $^-$18  in  March,  1917,  and  at  $20- 
132  in  January,  1918.^  Similar  increases,  of  from  fifty  to 
several  hundred  per  cent,  occurred  in  the  other  exported 
products;  with  the  result  that,  notwithstanding  con- 
aderable  diminution  in  the  quantities  exported,  the 
total  value  of  exports  showed  marked  expansion  from 
the  pre-war  figures. 

The  Argentine  situation,  therefore,  is  sufficiently 
dear.  The  abnormal  rise  of  foreign  exchange  was  due 
mainly  to  the  large  favorable  increase  of  the  balance  of 
merchandise  trade.  Let  us  compare  with  this  situation 
that  of  Chile  and  of  Brazil.  In  the  case  of  these  coun- 
tries, since  data  concerning  the  '^  invisible ''  items  of  the 
balance  of  payments  are  meager  and  of  uncertain  reli- 
ahilily,  we  must  treat  mainly  of  the  merchandise  trade. 

i  BoletinM  de  U  BolML 
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2.  Chile 

The  following  figures  show  the  Chilean  balance  of 
merchandise  trade  from  1910  to  1917:  ^ 

Chilban  Balance  of  Mxbghamdibb  Tradb,  1910-17' 

CThovmaA  told  pmm  (pMO  -  ISd.,  or  U.  B.  MQS.)) 


Tmt 

Bihiwn 

1910 

$328,827 

1297,486 

$+31,841 

1911 

339,409 

348,990 

-9,581 

1912 

383,228 

334,455 

+48,773 

1913 

396,310 

329,518 

+66,792 

1914 

299,675 

269,757 

+29,918 

1915 

299,591 

153,212 

+146,918 

1916 

505,963 

222,521 

+283,442 

1917 

703,544 

355,077 

+848,407 

One's  attention  is  arrested  by  the  eztraordinaiy 
growth  of  the  balance  in  favor  of  Chile  since  1914.  TW 
surplus  increased  from  about  30  million  pesos  in  1914  to 
about  147  millions  in  1915  (a  fivefold  increase) » 283  mil- 
lions in  1916  (a  tenfold  increase),  and  348  millicHis  in 
1917  (a  favorable  surplus  aknost  twelve  times  as  large  as 
that  of  1914).  On  the  other  hand  it  should  be  noticed 
that  the  balance  of  1914  was  below  the  average  for  pr^* 
war  years.  The  explanation  of  these  changes  in  the 
balance  is  to  be  found  in  the  first  two  columns  of  figures, 
which  indicate  the  different  effect  of  the  war  on  Chilean 
trade  at  the  beginning  of  the  war  and  in  later  years.   In 

1914  there  was  a  shrinkage  both  of  exports  and  of  im- 
ports, that  in  exports  being  particularly  marked.    In 

1915  exports  held  their  own  but  showed  no  increase, 
whereas  imports  decreased  some  33  per  cent  from  tl)e 
1914  figures.    In  1916,  the  outstanding  fact  was  the 

>  Anuario  Estadiatico.  1918.  pp.  287-289. 

*  Some  of  the  data  and  some  portions  of  the  text  of  the  aectiona  of  this  article  de- 
voted to  Chile  and  Brazil  are  from  a  Beriee  of  papen  on  Latin  American  trade  baluwH 
and  foreign  exchange  prepared  by  the  writer  for  the  Bureau  of  Foreicn  and  DomMtie 
Commerce,  and  distributed  in  typewritten  form  aa  "  Latin  American  Circolart,'*  io 
July  and  August,  1918. 
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enormous  increase  of  exports^  which  gained  aknost  70 
per  cent  in  a  single  year,  and  set  a  new  high-water  mark 
in  Chilean  trade.  In  1917  there  was  another  large  in- 
crease in  exports.  Imports  also  showed  some  gain,  tho 
to  a  much  less  degree  than  did  exports.^  Broadly  speak- 
ing, the  figures  indicate  that  the  large  favorable  trade 
balance  was  due  to  the  remarkable  expansion  of  exports 
and  to  the  shrinkage  of  imports. 

The  expansion  of  exports  is  ascribable  chiefly  to  the 
growth  of  the  nitrate  trade  to  meet  the  war  demand  for 
explosives.  Prior  to  the  war  about  three-f oiurths  of  the 
esqxxrts  of  nitrate  was  for  fertilizers,  and  about  one» 
fourth  for  explosives.  Under  war  conditions  these  pro- 
portions were  reversed,  only  some  20  per  cent  of  the 
eaq>ort8  being  used  for  fertilizers  and  the  rest  for  explo- 
rives  and  general  chemical  uses.  The  effect  of  the  war 
iQKm  exports  of  nitrate,  and  the  importance  of  this 
product  in  the  total  trade  of  Chile  is  shown  in  the 
table: 


>  b  A  ■tody  of  the  nUmtkm  between  the  moTemente  of  foreign  ezehanfe  and  the 
I  of  intemetionel  pegrments,  there  ■hould,  in  itrictneM,  be  indoded  in  the  belanoe 
mfy  thoee  items  which  give  riae  to  exchange  operations.  In  much  of  the  discussion  of 
iateaaUuiial  balances  this  principle  is  oreriooked.  Merchandise  trade  figures,  for 
— iple,  are  nsnaPyinchided  in  the  balance  in  their  entirety,  as  a  matter  of  course.  Yet 
H  is  by  BO  means  certain  that  all  exports  and  all  imports  give  rise  to  exchange  transac- 
or  play  any  direct  part  in  that  chain  of  phenomena  (exchange  moTcments  —  gold 
Its  —  price  changrs  —  trade  changes)  so  familiar  to  the  reader  of  Mill  or 
Without  going  into  any  detail,  we  may  point  out  an  important  instance  in  the 
CMS  of  Chilean  imports.  In  1017  the  exporto  of  Chile  to  the  United  SUtes  were  $142.- 
OOOuOOO;  the  imports  were  $57,000,000,  or  about  one-sixth  of  the  total  Chilean  imports. 
Tktm  are  the  United  States  Depsrtment  of  Commerce  figures.  More  than  half  of  the 
m  usHfd  "  imports  "  of  $57,000,000,  howerer,  was  represented  by  shipments  of  oonstruo- 
tlfli  material  and  supplies  to  the  Braden  Copper  Co.,  the  Chile  Copper  Co.,  the  Ameri- 
ttBfltaMhing  and  Relhiing  Co.,  the  Bethlehem  Steel  Co.,  and  the  Du  Fonts.  Allofthese 
enB^paniea  are  American.  The  supplies  sent  to  them  were  paid  for  in  New  York,  and 
4U  not,  therefore,  have  any  effect  whatever  on  the  exchange  situation  in  Chile.  For 
tnie  imports  they  did  not "  make  "  Chilean  exchange.  Analysis  of  the  Chikan 
then,  shows  that  the  surplus  of  exports  over  imports  (and  the  consequent  up- 
upon  the  exchange  rate)  was  even  greater  than  that  shown  by  the  official 
See  Hearingi  before  the  Committee  on  Banking  and  Currency,  United 
Senate,  Sfacty-fifth  Congress,  Second  Session,  on  S.  3028,  sUtement  by  Mr. 
LeepoM  Frederick  (tressurer  of  the  first  three  companies  named  above,  and  formerly 
■Hwctf  of  the  foreign  exchange  department  of  the  National  Bank  of  Commerce  in 
New  York). 
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EXPOBTB 

OF  NriRATB  FBOM  Chilb,  1910-17  ^ 

(qOCTt  omittad) 

QoMiktilr             YahM  in  cold 
(toiM)                petM  of  Ud, 

Far  eenl 

Tear 

total  eip 

1910 

2,336               232,426 

71 

1911 

2,440               262,003 

77 

1912 

2,493               286,704 

75 

1913 

2,738               314,909 

80 

1914 

1,847               212,380 

70 

1915 

2,023               232,679 

78 

1916 

2,967               338,529 

67 

1917 

2,798               475,819 

68 

As  regards  the  quantity  exported,  the  notable  faeia 
are  the  marked  shrinkage  in  1914  and  the  even  more 
remarkable  expansion  in  1916  and  1917.  At  the  begb- 
ning  of  the  war^  in  view  of  the  anticipated  decline  in  the 
demand  for  nitrate  for  fertilizing  purposes,  many  of  the 
oficinas  of  nitrate-producing  companies  in  Chile  were 
closed,  and  by  the  end  of  1914  out  of  a  total  of  170  only 
43  were  producing.  By  March,  1915  the  number  had 
fallen  to  36. 

Since  the  nitrate  industry,  as  has  been  shown,  repre- 
sents some  three-fourths  of  the  total  export  trade  of  the 
country,  and  since,  moreover,  the  government  derives 
over  50  per  cent  of  its  revenues  from  the  export  duty  on 
nitrates,  the  temporary  cuttmg-off  of  the  foreign  mar- 
ket  for  this  product  represented  a  veritable  calamity  for 
Chile.  The  government  took  immediate  steps  to  induce 
the  producers  to  keep  up  operations.  The  President 
was  authorized  to  make  advances  to  producers  of  ni- 
trate of  three  pesos  for  each  quintal  mined,  and  four 
pesos  for  each  quintal  ready  for  shipment,  provided  the 
producers  should  agree  to  keep  up  production.  Au- 
thority was  given  to  emit  treasury  bills,  both  for  the 
purpose  of  granting  assistance  to  the  nitrate  industry, 

1  Extracto  EaUdiatioo  de  la  Republioa  de  Chile.  1917,  p.  130,  and  Asoario 
Etadiatioo.  1918.  p.  185. 
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above  indicated,  and  also  in  order  to  make  redis- 
iunts  for  banks.  These  rediscounts  paid  an  interest  of 
per  cent  less  than  the  current  rate  charged  by  the 
Bmks,  and  were  secured  by  mortgage  bonds.  About 
1,000,000  pesos  of  these  treasury  bills  were  issued 
p  to  December  31,  1914  to  nitrate  producers,  and 
'iOOO,000  pesos  to  banks. 

As  a  result  of  these  measures,  combined  with  the 
rowing  demand  of  the  Allies  for  nitrate  for  explosive 
orpoees,  the  comer  was  turned  after  March,  1915,  and 
le  niunber  of  oficinas  in  operation  began  to  grow 
pdly.  At  the  beginning  of  1916  we  find  116  at  work, 
it  of  a  total  of  172.  In  January,  1917,  118  were 
roducing,  and  by  September  the  total  had  increased 
»  124.  Production  therefore  showed  a  substantial 
covery: 

CTboamnd  qointah*) 

1914      1915     1916     1917 

Phxtucikm 63,500      38,200      63,300      65,100 

Eiportfl 40,000       44,000      65,000      60,800 

Attention  is  called  to  the  changing  ratio  between 
xxhiction  and  export.  In  1914,  only  four-fifths  of  the 
Dount  produced  was  exported.  In  1915  and  1916  the 
ports  exceeded  the  amoimt  produced  within  those 
MS.  In  other  words,  at  the  outset  of  the  war  nitrate 
IB  not  moved  off  as  fast  as  it  was  produced.  This  was 
BO  the  situation  in  1917,  owing  to  a  scarcity  of  ship- 
ng.  The  result  is  seen  in  the  course  of  nitrate  prices 
.  Qiile.  Tho  nitrate  prices  abroad  rose  markedly,  the 
cioe  in  Chile,  in  consequence  of  the  surplus  stock  await- 
g  8hq>ment,  failed  to  respond  in  anything  like  the 
ane  degree. 

It  will  be  noted  that  down  through  1916  the  war  de- 
and  for  nitrate,  in  view  of  the  circumstances  cited 

>  Pftn  Ameriean  Union,  Bulletin  of  April,  1918,  p.  637. 
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AyxRAGS  Yeablt  PmcB  of  Nitratb  fbb  Spaiobh  Quintal,^ 

1910-16 « 


1910 08.  UK 

1911 7«.    Ofi. 

1912 8«. 

1913 7«.  lOtL 

1914 08.  IIR 

1915 78.    4tf. 

1916 78.    8d. 

1917 98.  to  11*. 

abovO;  had  virtually  no  effect  on  nitrate  prices  in  Chik 
In  fact,  the  1913  price  was  higher  than  that  of  any  of  tiie 
three  following  years.  In  the  production  year  191&-17 
(July  to  June);  however,  nitrate  rose  to  9  ahilling^  the 
quintal.  In  the  last  half  of  1917,  particularly  from 
August  on,  speculation  ran  the  price  up  from  aboot 
10  shillings  to  16  shillings  the  quintal.  It  does  not  i^ 
pear  that  there  was  any  sound  basis  for  this  rise,  and  the 
purchase  by  the  United  States  government  of  2OO|O00 
tons  of  German  nitrate  which  had  been  lying  idle  in 
Chile,  served  to  bring  down  selling  prices  to  some  extent 
From  the  fall  of  1917  for  the  remainder  of  the  war, 
virtually  all  of  the  selling  was  to  the  British  and  United 
States  governments  at  an  officially  controlled  price.  In 
the  summer  of  1918  the  British  government  contracted 
for  the  purchase  of  15,000,000  quintals  (about  1,500,000 
tons)  at  the  price  of  lis.  for  ordinary  nitrate  and  13«.  6d. 
for  refined  nitrate.  Our  chart,  p.  426,  shows  that  ex* 
change  reached  its  highest  point  (about  17c{.,  a  rise  of 
about  120  per  cent  above  the  rate  ruling  in  1914)  while 
this  contract  was  being  made,  and  indicates  strikinc^ 
the  sympathy  between  the  nitrate  market  and  the 
exchange  market. 

1  Quintal  -  101.41  lbs. 

*  Eztraoto  Estadistico,  1917,  p.  110;  and  South  American  Journal,  January  5, 1918, 
and  April  6,  1918. 
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The  other  unportant  Chilean  export  is  copper.  This, 
too,  experienced  a  remarkable  growth  under  war  con- 
ditions. The  following  table  shows  the  exports  of  cop- 
per from  1910  to  1917: 

EZPOBTB  OF  COPPBR  WBOML  ChILB,  1910-17  ^ 

Tear  QoMBtity  Value 

(tone)  (peeoe  of  18d.) 

1910 37,804  26,630,704 

1911 34,687  20,501,183 

1912 40,897  33,650,041 

1913 41,323  30,894,566 

1914 46,227  31,891,726 

1915 53,587  46,409,745 

1916 71,904  86,639,941 

1917 78,183  104,413 

Nitrate  and  copper  represent  the  great  bulk  of  Chi- 
Imii  exports.  Other  exports,  such  as  cereals,  wool, 
hidee  and  skins,  iodine,  etc.,  are  too  small  to  exercise  any 
inflii€nce  on  the  major  changes  of  the  balance  of  trade. 
The  shrinkage  of  imports,  then,  occasioned  by  the  need 
of  conserving  tonnage,  and  the  extraordinary  expansion 
of  the  exports  of  nitrate  and  copper  sufficiently  explain 
Uie  large  and  growing  favorable  balance  of  trade. 

Such  was  the  merchandise  trade  situation.  As  re- 
pffds  the  "  invisible ''  items  of  the  balance  of  payments 
llie  data  are  meager  and  of  uncertain  worth.  For  the 
most  important  of  these  items,  however,  the  payments 
of  inta-est  on  foreign  capital,  there  are  fairly  reliable 
(gores.  The  following  is  a  summary  of  the  interest 
payments  made  in  1916: ' 

1  btneCo  EMadbtieo.  1917,  p.  140.  «Dd  Aniuuio  EftMlistieo,  1918,  p.  184. 

•  CoiBpikd  from  Eztncto  EitiKli«tioo.  1917,  pp.  83-78;  and  F.  M.  Hmlaey.  InTcat- 
iD  LfttiB  AiMriMi  and  the  Britkh  West  Indiee,  No.  IW  of  SpeouJ  AgenU  Scriee, 
of  Foreisn  and  Domeetie  Comineree. 
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Imtebsbt  on  Fobeign  Capital  in  CmuB,  1916 

(ThooMiid  gold  pcKM  (iMto  -  18d..  or  U.  8.  t.M6)) 

1.  Interest  and  amortisatbn  on  govenunent  foreign  debt 
(429,620,600  pesos,  Dec.  31,  1916) 29,973 

2.  Interest  and  amortuation  on  railroad  guarantees 10,808 

3.  Interest  computed  at  6  per  cent  on  mortgage  bonds  of  the 
Banco  Hipotecario  de  Chile  held  abroad  (total  issue 
112,000,000  pesos;  part  held  abroad  67,803,000  pesos) . . .  4^068 

4.  Interest  computed  at  5  per  cent  on  all  other  private  in- 
vestment (1,463,472,000  pesos) 73,174 

Total  interest  charge 118^061 

Below  is  drawn  up  a  rough  balance  of  paym^its  for 
1916,  showing  the  exports  set  off  against  the  imports 
plus  the  interest  payments: 

Tboonnd  cold  pim  of  Ui 

Exports 505,963 

Imports  plus  interest  payments 340,615 

Balance +165,348 

It  is  seen  that  exports  alone  exceeded  imports  and  in- 
terest payments  combined  by  over  165  miUion  pesos. 
If  there  was  any  investment  of  private  capital  from 
abroad  in  1916  (and  some  there  was  certainly,  as  is 
proved,  for  instance,  by  the  sale  of  nitrate  lands  at 
auction  by  the  government)  the  surplus  in  favor  of  C!hile 
would  be  increased  thereby. 

There  can  be  no  doubt  of  the  fact,  then,  that  consider- 
ing the  total  incomings  and  outgoings  of  Chile  during 
the  war,  the  balance  was  favorable  to  Chile  by  a  wide 
margin.  The  effect  of  this  large  favorable  surplus  upon 
the  rate  of  exchange  was  extraordinary.  Comparing  tiie 
rate  at  the  outbreak  of  war,  7-8d.,  with  the  rate  ruUng 
in  the  summer  of  1918,  16-17d.,  we  find  a  rise  of  about 
120  per  cent,  by  far  the  most  extraordinary  alteration  of 
exchange  in  any  Latin  American  country. 

This  spectacular  movement  of  the  Chilean  exchange 
was  not  due  merely  to  the  alteration  of  the  balance  of 
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payments.  The  changes  in  the  Argentine  balance  were 
m  the  same  direction,  and  scarcely  less  marked.  Yet 
the  movement  of  Buenos  Aires  exchange,  as  shown  by 
our  chart,  appears  insignificant  as  compared  with  that 
of  Valparaiso  exchange.  The  maxiniiim  rise  of  Buenos 
Aires  exchange  was  but  13  per  cent.  As  has  been  inti- 
mated in  an  earlier  place,  the  reason  for  this  marked 
difference  in  the  movements  of  these  two  exchanges  is 
to  be  found  in  the  different  character  of  their  monetary 
bases.  The  Buenos  Aires  exchange  is  a  gold  exchange; 
that  of  Chile  is  a  paper  exchange.  The  currency  of 
Chile  is  depreciated  inconvertible  paper.  There  is  no 
speae  in  circulation,  and  no  specie  basis  for  foreign 
ezdiange  transactions. 

In  a  comparative  summary  of  South  American  ex- 
change conditions  it  is  impossible  to  consider  adequately 
the  peculiarities  of  the  paper  exchange  mechanism,  or 
the  forces  which  govern  its  operation.  In  Chile  foreign 
exdiange  is  bought  with  and  sold  for  paper  pesos.  The 
vahie  of  the  peso,  and  hence  the  rate  of  exchange  of  bills, 
dqpends  on  a  number  of  highly  unstable  factors  —  on 
the  quantity  of  paper  in  circulation  relative  to  the 
dmneetic  demand  for  money,  on  rumors  as  to  the  proba- 
bility of  the  conversion  of  paper  money  into  specie  at 
some  fixed  date,  on  the  degree  of  confidence  reposed  in 
the  government,  and  hence  on  political  changes,  political 
tpeeip  or  scandal,  a  controversy  in  Congress,  a  political 
attack  in  the  press.  In  a  country  like  ChUe,  whose 
eeonomic  life  (and  public  revenues)  depend  so  largely 
upon  foreign  trade  and  foreign  capital,  the  best  single 
measure  of  the  value  of  the  paper  peso  is  the  rate  of 
foreign  exchange,  which  indicates  what  the  peso  is 
worth  in  terms  of  foreign  gold  moneys.^  Anything  which 

*  Inolhar«wda»theniteQffor«snezehMiceQfadeprociAtedp*percurTenoyi8mib^ 
alHiti4r  identieal  in  iDMiiiiic  with  a  itatement  of  the  Talue  of  the  depre^ 
li  tanM  of  ft  pmntmn  on  cold. 


«  StariingcgchMifeiB  V»Umna>o.U  wfflberMneBabered,Mw^— m j  whaadwli 
South  AiMriea,  k  expnMcd  in  terns  of  Britah  penee. 

'  Bitimeto  BrtMiktieo.  p,  ftS. 
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a£Fect8,  or  is  likely  to  a£Fect,  the  conditions  of  supply  of 
and  demand  for  bills  of  exchange,  will  exercise  a  power- 
ful influence  on  the  (gold)  value  of  the  curr^icyy  or  in 
other  words,  on  the  rate  of  foreign  exchange.  If  a  strike 
is  threatened  in  the  nitrate  fields,  down  goes  ezchaiige^ 
for  there  is  danger  that  the  supply  of  exchange  will  be 
reduced  by  reason  of  a  reduction  of  exports  of  nitrata 
If  there  is  a  rumor  that  the  Chilean  government  inteodi 
to  buy  submarines  in  the  United  States,  down  goes  the 
exchange  again,  for  the  purchase  will  increase  the  de- 
mand for  bills  of  exchange,  and  thus  drive  down  Ae 
rate.* 

This  condition  of  imstable  currency  goes  back  into  Ae 
nineteenth  century.  The  present  system  began  with 
the  law  of  July  31, 1898,  which  authorized  the  emission 
of  50,000,000  paper  pesos.  At  the  same  time  all  hank 
notes  previously  issued  were  taken  over  by  the  govern- 
ment. Since  1898  the  quantity  of  paper  in  circulatioQ 
has  been  increased  to  159,840,119  pesos  (December  31, 
1916),  of  which  150,000,000  have  been  emitted  undar 
the  act  of  1898.*  The  law  of  1898  provided  for  a  con- 
version fund,  by  means  of  which  the  conversdon  of  the 
paper  money  into  gold  at  the  rate  of  18d.  per  paper  peeo 
was  to  begin  January  1,  1902.  C5onversion  was  post- 
poned, however,  imtil  1905;  and  before  that  date  was 
reached  a  further  postponement  to  1910  was  announcedi 
and  then  to  1915.  Meantime,  the  gold  value  of  the 
paper  peso,  as  indicated  by  the  rate  of  foreign  ezdiaoge^ 
after  maintaining  a  relatively  hi^  level  throu^  1901 
(about  16.5d.),  declined  gradually,  and  for  the  period 
1908-13  ranged  between  9.6d.  (the  avaiige  for  1908)  to 
lO.Sd.  (the  average  for  1910).  On  the  outbreak  (d  war, 
exchange  fell  still  lower,  reaching  7^4.  in  January,  1911^ 
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a  depreciation  of  61  per  cent  from  the  statutory  par. 
Good  version  was  again  postponed  to  January  1,  1917, 
and  then  to  January  1,  1919.  In  the  summer  of  1918, 
with  exchange  at  16-1 7d.,  there  appeared  to  be  a  strong 
prospect  that  specie  payments  would  this  time  be  at- 
tempted, at  the  par  rate  of  ISd.  named  in  the  law  of 
1896.  This  prospect  was  strengthened  by  the  con- 
siderable inflow  of  gold  in  1917.  Notwithstanding  the 
ichictance  of  the  nations  at  war  to  part  with  gold,  Chile 
secured  their  consent  to  considerable  shipments  of 
qpede,  especially  from  the  United  States,  as  a  condition 
of  the  sale  of  nitrate.^  The  following  figures  show  the 
Bpede  movement  for  the  years  1914-17. 

Chujkah  Impobts  and  Exports  of  Specie,  1014-17 ' 

(Gold  IMMS  of  ISd.) 

zov  Kipoft  Iinport 

1914 15,671  3,686,884 

1916 40,357  1,035,724 

1916 34,958  30,543 

1917 522,507  16,446,805 

In  addition  to  these  gold  imports  the  Chilean  govern- 
ment had  collected  (prior  to  the  war)  a  gold  fimd  with 
ivhich  to  undertake  the  conversion  of  the  160  millions  of 
paper  pesos  in  circulation.  At  the  end  of  1916  this  fund 
amounted  to  87,759,702  pesos  (gold),  and  was  deposited 
in  hanks  of  foreign  countries,  as  follows: 


oi  the  sold  inqMrti  of  1917  wer«  in  oonnection  with  the  purohauM  by  the 
8ta«0i  gofrenmmi  in  the  fall  of  1917  of  200.000  tons  of  nitrate  which  had  be- 
to  Qcnmui  firme  (eee  above,  p.  442).  This  sale  had  a  double  purpose.  The 
IMled  States  wanted  nitiate;  Chile  wanted  to  secure  the  portion  of  the  Convenion 
IM  tMe  test)  whieh  was  in  Germany  —  about  $10,000,000  —  and  have  it  transferred 
I*  CUa.  A  thiee  comefed  arrancement  was  therefore  nuule.  The  United  States 
the  900,000  tons  of  Gennan  nitrate;  the  United  States  instructed  the  Federal 
Board  to  aOow  the  shipment  of  the  equivalent  in  gold  to  Chile;  the  German 
•rranced  the  payment  in  Germany  to  the  former  owners  of  the  nitrate 
isRHMHMly  IB  coveinmcnt  bonds). 


•  litrMto  gstedistieo,  1917,  p.  64;   and  Pan  American  Union,  Bulletin  of  April. 
1tl8,p.887. 
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(Gold  pan oIlU.) 

In  Enfi^Uaid 48,765,770 

In  Germany 2^225,687 

In  United  States 3,124,006 


87,759,702 


By  March,  1918,  the  conversion  fund  had  grown  to 
94,000,000  pesos  (gold).^ 

But  since  the  signing  of  the  armistice,  there  has  been 
a  complete  reversal  of  the  Chilean  exchafige  situation. 
The  chart  at  p.  426,  shows  the  fall  of  Valparaiso  ex- 
change in  the  closing  months  of  1918.  From  16|d,  the 
rate  for  September,  we  have  a  fall  to  9f<{.  by  Decem- 
ber 24.  In  other  words,  in  a  space  of  three  months,  the 
rate  of  exchange  returned  approximately  to  the  pre-war 
level.  Nothing  could  indicate  more  strikingly  the  fact 
that  the  rise  of  Chilean  exchange  was  purely  a  phenom- 
enon of  war,  the  consequence  of  the  abnormal  demand 
for  nitrate.  With  the  armistice  the  large  purchases  of 
nitrate  ceased.  The  correspondent  of  the  South  Amerir 
can  Journal,  writing  in  January,  1919,  stated  that 
"  there  have  been  practically  no  sales  at  all  since 
October/'  tho  the  stocks  in  Chile  were  very  large;  and 
he  estimated  that  the  quantity  still  in  the  hands  of  the 
British  government  for  sale  amounted  to  600,000  tons. 
The  price  had  fallen  to  about  9^.  per  quintal,  and  the 
oficiniELS  had  cut  down  to  about  half  their  normal  pro- 
duction.* 

3.  Brazil 

The  experiences  of  Brazil  during  the  war  present  a 
rather  striking  paradox.  Apparently  she  was  the 
hardest  hit  and  at  the  same  time  perhaps  the  most 
benefited,  in  a  material  sense,  of  all  the  Latin  American 

1  The  Economist  (London),  January  18.  1919.  p.  70. 
*  South  American  Journal,  January  11,  1919,  p.  77. 
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countries.  The  effect  of  the  war  upon  Brazilian  finance, 
upon  the  currency,  the  course  of  foreign  exchange,  the 
foreign  trade,  has  been  distinctly  less  favorable  than  in 
the  case  oi  the  other  leading  countries. 

On  the  other  hand,  the  serious  dislocation  of  trade 
occasioned  in  virtually  all  Latin  American  countries  by 
the  war  has  in  the  case  of  Brazil  brought  about  indus- 
trial and  conunerdal  changes  which  appear  to  mark  the 
beginning  of  a  new  period  in  its  economic  life.  Much 
attention  has  been  devoted  to  cattle  raising  in  southern 
BrasiL^  Great  packing  plants,  financed  chiefly  with 
American  capital,  have  been  built.  There  has  also  been 
a  marked  increase  in  the  production  of  cotton  and  of 
cane  sugar,  for  which  the  soil  of  Brazil,  in  the  long 
coastal  belt  stretching  from  Sfio  Paulo  to  the  Amazon, 
18  preeminently  fitted.  By  an  arrangement  with  the 
Japanese  government  several  thousand  Japanese  col- 
onists have  been  brought  to  Brazil  to  teach  the  Brazil- 
ians how  to  grow  rice  that  is  cheap  and  of  good  quality. 
Equally  significant  is  the  development  of  Brazilian 
minerals,  of  which  the  state  of  Minas  Geraes,  just  north 
of  Rio  de  Janeiro,  has  a  rich  and  varied  supply.  The 
iron  deposits,  among  the  largest  in  the  world,  had  lain 
donnant  before  the  war;  but  under  the  stimulus  of  war 
and  the  difficulty  of  importing  metal  products,  smelting 
operations  and  the  manufacture  of  high  grade  steel 
products  have  been  undertaken.  The  mineral  which 
the  war  has  done  most  to  develop  in  Brazil  is  manganese. 
The  chief  sources  of  supply  prior  to  the  war  were  Burma 
and  Russia.  The  Russian  supply  was  cut  off  during  the 
war;  that  of  Burma  has  about  doubled  since  1913. 
Brazil,  meantime,  has  come  forward  as  the  principal 
source  of  manganese. 

s  Aeeotdiiic  to  the  latest  official  ficures  Braail  haa  30,000,000  head  of  eattle,  about 
Iha  aama  munber  aa  Argentina,  but  of  poorer  quaUty. 
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It  is  impossible  in  a  paper  like  the  present  to  describe 
the  other  changes  that  have  occuired  in  Braadl,  the 
rapidly  growing  exportation  of  lumber,  the  new  devdop- 
ments  in  dye  stuffs  and  pharmaceutical  products,  the 
really  remarkable  expansion  in  the  manufacture  d 
textiles  ^  and  shoes.*  These  latter  industries  were  fairly 
well  established,  thanks  to  very  hi^  tariff  protection, 
before  the  war.  Whether  they,  and  the  other  industiieB 
mentioned,  will  continue  to  develop  without  the  stimu- 
lus of  high  prices,  and  under  normal  conditions  of  trade^ 
remains  to  be  seen.'  Our  purpose  in  the  present  p^wr 
is  to  consider  the  darker  side  of  the  Brazilian  war-time 
condition,  and  to  summarize  the  chief  factors  bearing 
upon  the  foreign  exchange  movement. 

The  striking  fact  is  the  marked  fall  of  exchange,  as 
contrasted  with  the  rise  in  all  the  other  countries 
studied.   Up  to  July,  1914,  exchange  fluctuated  doseiy 

1  In  1917  Brasil  exported  cotton  textiles  to  Tnnee.  More  than  half  of  the  booe 
needs  in  cotton  textiles  are  supi^ied  by  Braiilian  manufaoture. 

'  The  output  of  footwear  is  now  about  20,000,000  pairs  a  year,  orer  half  beinc  pro* 
duced  in  the  state  of  SIo  Paulo. 

*  SoMB  New  Brasilian  Exports 


Quantity 

Value 

Quantity 

Vsloe 

Date 

(tons) 
Rt^frioeraUd  Meat 

(£1,000) 

Date 

(tons) 
iStt^ar 

(£i,ooo; 

1913 

0 

0 

1913 

5,367 

65 

1914 

0 

0 

1914 

31.860 

373 

1915 

8.514 

310 

1915 

59.074 

756 

1916 

33.661 

1.414 

1916 

53.824 

1.286 

1917 

66.452 
Kidney  Beane 

3.134 

1917 

131,509 
Rice 

3.624 

1913 

4 

0 

1913 

49 

2 

1914 

4 

0 

1914 

3 

0 

1915 

276 

5 

1915 

3 

0 

1916 

45.594 

686 

1916 

1.124 

24 

1917 

93.428 
Mtmganem 

2,150 

1917 

42,590 

1,262 

1913 

122.300 

181 

1914 

183.630 

278 

1915 

288.671 

536 

1916 

503.130 

1.478 

1917 

532.855 

3,062 
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3\xt  par,  16d.  per  milreis.  Our  chart  shows  what  oc* 
ned  thereafter.  With  the  outbreak  of  war  the  rate 
>ke  so  sharply  as  to  compel  the  closing  of  the  ex- 
inge.  A  bank  holiday  of  fifteen  days  was  declared. 
October  exchange  was  quoted  at  the  very  low  figure 
Hid.  In  other  words,  the  value  of  the  Brazilian 
Ireis  had  depreciated  about  31  per  cent  from  the  rate 
ing  in  July.  In  November  there  was  a  partial  re- 
rery,  to  14d.  Then  followed  another,  more  gradual, 
>p  to  11-12({.  in  1916.  Since  1916  the  rate,  tho  some- 
At  higiher  tiian  in  the  earlier  years,  has  shown  no  sign 
a  return  to  the  pre-war  level,  but  has  fluctuated 
tween  12d.  and  14d.  (25  per  cent  and  12}  per  cent 
low  par). 

ks  with  the  other  coimtries,  explanation  of  the  ex- 
uige  movement  is  sought  in  the  balance  of  intema- 
rnal  payments.  We  b^in  with  the  merchandise  trade, 
le  following  table  shows  the  exports  and  imports  of 
nzil  for  the  period  1910-17,  and  strikes  the  balance: 


ErpORiB  AND  IicpoBTS  ov  Bbazil  1910-17  ^ 

(U.  8.  $1,000) 

Ymt 

Imports 

BaUnee 

1910 

303,000 

230,000 

$+73,000 

1911 

321,000 

253,000 

+68,000 

1912 

362,246 

307,865 

+54,381 

1913 

313,628 

326,026 

-12,397 

1914 

221,539 

165,747 

+55,792 

1915 

255,659 

145,749 

+109,910 

1916 

265,802 

194,582 

+71,310 

1917 

290,993 

216,319 

+74,674 

The  important  fact  to  be  gathered  from  the  preceding 
!)le  is  that  both  imports  and  exports  were  at  a  lower 
'el  in  the  war  years  than  in  the  pre-war  period.  The 
ninution  of  imports  requires  no  comment.  It  is  a 
iracteristic  of  tiie  trade  of  all  Latin  American  coun- 

^  VhMB  tlw  BrMiHaa  anntial  oommeroe  reports,  Estataitiea  ComereUJ. 
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tries  during  the  war,  the  result  of  the  conservation  of 
tonnage  and  goods  for  war  uses.  The  f allmg  off  in  ex- 
ports, however,  is  significant.  Here  again  the  BrasiMan 
e3q)erience  is  strikingly  different  from  that  of  the  otber 
leading  South  American  republics.  Hie  war  caused  a 
marked  increase  of  demand  for  Argentine  ndieat,  nieat» 
and  wool,  and  for  Chilean  nitrate  and  copper;  aiMlsmce 
these  products  represent  the  bulk  of  the  exports  of  those 
countries,  their  total  exports  expanded  remarkably. 
Meantime,  Brazilian  exports  were  below  the  pre-war 
level.  The  following  table  compares  the  eaqxHts  of 
Brazil,  Argentina,  and  Chile  for  the  period  1911-17: 


Expoi 

tTB  OF  Brazil,  Abqe 

•MTTNA,  AND  ChI 

LB,  1911-17 

(AbMlute  Agarm,  in  U. 

&  dolkn;  OOCTt  amittad) 

Yew 

Arfntina 

Chile 

BnoB 

1911 

$330,336 

$12^,884 

9321,000 

1912 

484,109 

139,878 

362,246 

1913 

500,986 

144,653 

313,628 

1914 

389,022 

109,381 

221,539 

1915 

561,803 

109,350 

255,659 

1916 

552,945 

184,676 

265,802 

1917 

530,914 

256,768 

290,993 

In  the  following  table  the  exports  of  these  three  lead- 
ing Latin  American  countries  are  reduced  to  relative 
numbers.  In  the  case  of  each  coimtry  the  average  of  tlie 
pre-war  years  191 1-13  is  taken  as  the  base  (100  per  cent) 
and  the  index  number  for  each  year  is  computed: 

Exports  of  Brazil,  Argentina,  and  Chile,  1911-17 

(Index  numbera) 
Year  Argentina  Chile  Braal 

1911  75  91  97 

1912  111  103  109 

1913  114         107  95 

1914  89  73  67 

1915  128  73  77 

1916  126         136  80 

1917  121         189  88 


LATIN  AMERICAN  FOREIGN  EXCHANGE  453 

The  index  numbers  enable  one  to  see  more  readily 
than  do  the  absolute  figures  given  in  the  preceding  table 
juBt  what  occurred  in  the  export  trade  of  the  three 
ootmtries.  Argentine  exports  were  particularly  large  in 
1915.  Chilean  exports  in  1915  were  below  the  pre-war 
lerel.  In  1916,  however,  the  growing  demand  for  ni- 
trate and  copper  manifested  its  effects,  producing  an 
astonishing  increase  (to  far  beyond  the  pre-war  level)  in 
Chilean  exports  of  that  year;  in  1917  the  expansion 
continued.  Brazilian  exports,  meanwhile,  were  dis- 
tinctly below  the  level  of  the  pre-war  period. 

The  reasons  for  this  difference  between  the  experience 
of  Brazil  and  that  of  other  countries  are  several.  In  the 
first  place,  it  should  be  said  that  the  decline  in  Brazilian 
exports  was  not  a  decline  in  the  quantiby  exported.  In 
fact,  tonnage  of  exports  in  1916  and  1917  considerably 
exceeded  that  of  1912  and  1913.  What  has  happened 
in  Brazil  is  that  the  mean  value  of  Brazilian  export 
tonnage  has  constantly  decreased.  In  other  words, 
while  prices  of  exports  in  other  South  American  coun- 
tries were  rising,  export  prices  in  Brazil  were  actually 
declining  during  the  war.  The  mean  value  per  ton 
of  Brazilian  exports  was  $237  in  1913,  $179  in  1914, 
II48.5  in  1915,  and  $148  m  1916.  These  figures  demon- 
strate the  relatively  high  value  of  Brazilian  produce  to 
its  weight  in  pre-war  years,  under  normal  circum- 
stances, and  the  striking  decline  in  value  per  ton  dur- 
ing the  war. 

This  question  of  export  prices  has,  perhaps,  a  direct 
connection  with  the  course  of  foreign  exchange.  An 
exporter  of  wheat  in  Buenos  Aires,  for  example,  in 
qpioting  a  price  to  the  foreign  buyer,  would  base  his 
quotation  upon  three  factors,  the  price  of  wheat  in  the 
Buenos  Aires  market,  the  maritime  freight  rate,  and  the 
current  rate  of  exchange.    With  the  abnormally  high 
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rate  of  exchange  ruling  during  the  war,  the  exporter 
having  for  sale  a  foreign  bill  of  exchange  received  in  pay- 
ment of  produce  sold,  was  obliged  to  sell  it  at  a  ruinous 
loss,  owing  to  the  existing  depreciation  of  foreign  mone]^ 
in  terms  of  the  Argentine  or  Uruguayan  pesa  To  pro- 
tect himself  against  loss,  the  exporter  had  to  raise  the 
price  of  his  goods  to  a  figure  sufficient  to  offset  the  dif- 
ference on  exchange.  In  Brazil,  as  we  have  seen,  ex- 
change was  not  above  normal,  but  decidedly  below  it. 
The  bearing  of  this  fact  on  prices  is  apparent.  Foreign 
mone]^  being  at  a  premium,  the  exporter  who  had 
sold  abroad  Brazilian  goods  and  received  a  forap 
bill  of  exchange  in  payment  therefor,  could  cash  his 
bill  at  a  premium.  In  consequence,  he  could  affcml 
to  sell  at  a  lower,  rather  than  a  higher,  price  than  in 
former  years. 

This  statement  of  the  connection  between  exchange 
and  price,  however,  is  put  forth  merely  as  a  suggestion  of 
one  factor,  and  probably  a  minor  one,  in  the  explanation 
of  the  different  course  of  export  prices  in  Argentina  and 
Chile  on  the  one  hand,  and  Brazil  on  the  other.    It  is  a 
commonplace  that  in  peace  times  South  American  ex- 
ports, except  for  coffee  and  nitrate,  constitute  too  small 
a  proportion  of  the  world  stock  to  control  the  world 
price.    Rather,  South  American  export  prices  are  donk- 
inated  by  the  prices  ruling  in  the  principal  markets  to 
which  the  exports  are  sold.    Much  more  was  this  the 
case  during  the  war.    Export  prices,  total  value  ci  ex- 
ports, foreign  exchange,  rose  in  Argentina  and  C!hile  as 
the  direct  consequence  of  war  demand  for  Qiilean 
nitrate  and  Argentine  meat,  wheat,  wool,  and  hides.  It 
is  at  this  point  that  one  finds  the  explanation  of  the 
difference  between  the  Brazilian  experience  and  that  of 
the  other  countries.    The  exports  of  Brazil  did  not  ex- 
pand for  the  reason  that  they  were  not  the  sort  of  prod- 
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ucts  for  which  there  was  a  war  demand.    At  least,  this 
18  true  of  the  pre-war  Brazilian  staple  exports. 

The  bulk  of  the  exports  of  Brazil  has  for  years  con- 
sisted of  two  products;  coffee  and  rubber.  For  example, 
Qfut  of  total  exports  of  $313,628,000  ^  in  1913,  rubber  and 
coffee  comprised  $248,579,000,  or  about  four-fifths  of 
the  total.  By  far  the  most  important  single  export  is 
coffee,  which  in  1913  amounted  to  $198,157,000,  or  over 
63  per  cent  of  the  total  exports.  Coffee  is  not  a  war 
commodity.  The  Allied  powers  therefore  restricted  its 
import.  Even  more  serious  is  the  fact  that  the  large 
deoiand  from  Central  Europe,  amounting  normally  to 
about  4,000,000  bags  a  year,  was  cut  off.  In  conse- 
quence, the  United  States  was  the  only  unrestricted 
maricet  for  Brazilian  coffee,  taking  about  one-half  the 
total  exports.  Added  to  these  pronounced  restrictions 
ol  the  demand  for  coffee  is  the  fact  that  the  Brazilian 
supply  during  the  war  was  somewhat  above  the  pr&-war 
normal.  The  result  was  that  Brazil  had  on  its  hands  an 
increasing  stock  of  coffee  which  it  could  not  hope  to  dis- 
pose of  until  after  the  war. 

This  situation  became  acute  almost  immediately 
apon  the  outbreak  of  war,  and  led  in  1915  to  the  reestab- 
lishment  of  a  valorization  system,  along  somewhat  dif- 
ferent lines  from  the  famous  plan  of  1907-08.  The 
federal  government  by  a  law  of  1915  authorized  the  issue 
of  350,000,000  paper  milreis,  of  which  a  part  was  to  be 
used  for  carrying  out  a  new  plan  of  coffee  valorization. 
The  paper  money  was  lent  by  the  federal  government  to 
the  state  of  Sfio  Paulo,  which  has  been  conducting  the 
valorization  operations.  The  original  plan  was  to  pro- 
hibit the  export  of  coffee  above  6,000,000  bags  a  year; 
the  4,000,000  bags  which  in  normal  times  went  to  Ger- 
many, Austria,  etc.,  to  be  held  in  Brazil,  the  state  of 

*  Flgorat  v*  ghr«n  in  United  States  doUan. 
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Sfio  Paulo  lending,  in  paper  money,  up  to  60  per  cent  of 
a  value  to  be  fixed  on  a  basis  of  past  averages  to  coffee 
growers  who  deposited  their  coffee  in  warehouses;  the 
warehouse  receipts  to  be  handed  over  by  the  state  gov- 
ernment to  the  federal  government  as  collateral  for  the 
issue  by  the  latter  of  the  paper  money.  This  loan  fea- 
ture was  dropped,  however,  and  instead  the  state  of  Sio 
Paulo  imdertook  to  purchase  at  an  oflBicial  price  so  much 
of  the  annual  coffee  crop  as  might  appear  sufficient  ^ 
maintain  prices,  or,  failing  in  that,  so  much  as  it  mi^t 
be  able  to  purchase  with  the  paper  money  funds  sup- 
pUed  to  it  by  the  federal  government  under  the  laivs 
above  mentioned. 

In  1918  the  SSo  Paulo  government  bought  large  quan- 
tities of  coffee  at  the  price  of  41900  ^  per  10  kilos  (i.e., 
about  $1.24  for  22.4  lbs.).  The  ordinary  market  price, 
however,  was  lower,  between  4$600  and  4$500.  Interior 
shippers  and  planters  demanded  that  their  coffee  be 
sold  to  the  government,  and  the  coffee  AssociacSo  d 
Santos  presented  a  memorial  to  the  government  request- 
ing a  further  issue  of  300,000,000  milreis  of  paper  money 
for  additional  valorization  purchases. 

The  statement  on  page  457  indicates  the  coffee  posi- 
tion up  to  May,  1918.  The  table  indicates  that  of  a 
total  crop  of  17,000,000  bags-,  about  13J  million  actually 
came  to  market;  of  this  quantity  somewhat  more  than 
7  million  bags  were  exported,  leaving  the  enormous 
quantity  of  5,939,291  bags  of  the  1917-18  crop,  and 
1,100,000  bags  of  the  1916-17  crop  —  a  total  of  virtu- 
ally 7,000,000  bags,  or  as  much  as  the  total  1917-18 
exports  —  in  storage  in  Brazil  and  unable  to  find  an 
outlet.  The  state  of  S&o  Paulo,  it  is  seen,  was  itself 
holding  almost  2,800,000  bags,  or  almost  40  per  cent  of 
the  total  amoimt  in  storage. 

1  I.  e.,  4  milreis,  900  reis. 
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Thb  Coites  Position,  1917-18  Chop  ^ 

Bi«i 

■ndi  of  Sfto  Vw^o  govemment,  ^ril  90, 1918 2,788,875 

indfl  of  oominiaBarios  and  eiqpoiten,  inclusive  of  600,000 

101  bou^t  by  Sfto  Paulo  govenunent 4,150,416 

ped  coastwise 281,000 

irted  up  to  April  25,  1918 7,325,665 

Total 14,545,956 

stodL  on  June  30, 1917 1,100,000 

Net  total 13,445,956 

ome  down  to  complete  estimated  crop 3,554,044 

'     Total  crop 17,000,000 

lie  fact  is  that  the  supply  of  Brazilian  coffee  was 
elessly  in  excess  of  the  demand.  The  result  was  that 
pite  of  the  large  purchases  by  the  government,  the 
e  of  coffee  in  Brazil  went  steadily  downward.  Mean- 
d,  as  a  result  of  rising  freight  and  insurance  rates 
ich  are,  moreover,  additional  causes  of  the  diminu- 
.  of  exports)  foreign  coffee  prices  rose.  The  following 
e  shows  the  price  of  Brazilian  coffee  in  London  and 
antos  for  the  period  1911-18: 

Pbice  of  Coffee,  1911-18  ^ 

London  Santos 

SbUUnci  Pftper  Milreia 

Date  cwt.  10  Idiot  -  22.4  lbs. 

Oct.  16,  1911  6e«.  9c{.  8$600 

March  26,  1911  62«.  U.  7S900 

'     1913  b2s.U,  6$250 

«     1914  4l8. 3d.  4S750 

'     1915  438.  5$150 

'     1916  448.6(2.  41900 

1917  63«.  6<i.  5*500 

*      21,  1918  668. 9d.  4$100 

>mXm  on  the  "  ec^ee  position  "  and  on  pricee  from  Wileman's  Braiilian  Review  for 
nd  June.  1918. 

ff^^mnwtxwt%M>r  of  1918  the  puTchaseB  of  coffee  by  the  state  of  Sfto  Paulo  amounted 
O^KX)  bsffi.  The  ooncestion  was  further  relieved  by  an  arrangement  made  with  the 
1 00remment  by  which  2,000,000  were  purchased  on  behalf  of  France.  The  1918- 
^  mX  first  estimated  at  10.500.000  to  12,000,000  bags,  was  considerably  reduced 
nrwe  frost  in  Sio  Paulo  on  July  9.  1918.    See  Fielding  Provost,  "  The  BraiUiaa 

Sitnatioii/'  Pan  American  Magasine,  September,  1918,  pp.  225  et  seq.  On 
ibsr  fi,  1918  there  were  6,351.000  bags  of  coffee  on  hand  in  Santos  and  884.000  in 

Janeiro,  as  compared  with  2.825,000  bags  in  both  places  combined  on  the  same 
1 1917.    Bulletin  of  the  Pan  American  Union.  October,  1918.  p.  004. 
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The  different  course  of  Brazilian  and  foreign  prioeB  k 
apparent.  After  the  initial  fall  to  41«.  3d  in  1914  pio- 
voked  by  the  liquidation  of  speculative  accounts  that 
followed  the  Balkan  war,  London  quotations  moved 
upward  with  the  increasing  charges  for  freight  and  m- 
surance.  The  course  of  prices  in  Brazil  was  just  tbe 
contrary.  Since  October,  1911,  when  owing  to  redden 
speculation  prices  reached  the  maximum  in  both  tbe 
Brazilian  and  the  London  market,  prices  in  Brazil,  with 
the  exception  of  a  slight  reaction  in  1915,  due  to  ex- 
traordinary activity  in  the  trade  with  Scandinavia  aivi 
the  United  States,  dropped  continuously,  until  at  41100 
per  10  kilos  it  is  doubtful  if  they  sufficed  even  to  cover 
the  cost  of  production. 

The  facts  that  have  been  presented  —  the  restrictkm 
of  markets,  the  decline  of  prices,  the  abnormal  acciuno!- 
lation  of  stocks  in  Brazil  —  find  their  moat  conveDie&t 
expression  in  the  figures  of  coffee  exports.  The  following 
table  shows  the  exports  of  coffee  for  the  years  1913-17. 
Both  quantity  and  value  figures  are  given : 

Exports  of  Coffsb  from  Brazil,  191^17 

QuaatHy  Valiw 

Tew  (liOOO  iMd  0  (D.  a  $1,000) 

1913 13,267  $198,1S7 

1914 11,270  131,220 

1915 17,061  166,443 

1916 13,039  138,296 

1917 10,605  112,033 

Except  for  the  reaction  in  1915,  it  is  seen  that  the 
trend  of  coffee  exports,  both  in  quantity  and  in  vahoi 
was  pretty  steadily  downward.  The  increased  quanti^ 
exports  of  1915,  almost  4,000,000  bags  greater  than  is 
1913,  is  noteworthy.  But  because  of  reduced  prices,  tte 
value  figures  of  the  1915  exports  were  more  than  $40^* 

>  B«c  -  132  Ibe. 
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000,0001688  than  in  1913.  After  1915  the  decline  in  both 
aitep>rie8  is  striking.  The  year  1917  was  the  low  water 
nuurk.  Quantity  exported  fell  almost  6,500,000  bags  be- 
low 1915,  and  the  value  fell  over  $44,000,000  below  the 
1916  figures,  and  over  $86,000,000  below  the  1913  fig- 
ures, a  decrease  of  45  per  cent.  It  ought  to  be  said, 
too,  that  1913  was  by  no  means  a  normal  year,  exports 
<rf  coffee  being  $28,114,880  below  the  1912  figure. 

A  cloee  second  to  the  falling-off  in  coffee  was  the  de- 
dine  in  exports  of  rubber,  the  other  major  export.  The 
following  table  gives  the  quantity  and  value  of  rubber 
exported  in  the  years  1913-17. 

Exports  or  Rubbkb  fbom  Brazil,  1913-17 

QuuitHy  Vahie 

Tmt  (MJmon  tons)  (U.  8.  $1,000) 

1913 38,232  43,223 

1914 33,531  34,326 

1916 35,165  34,214 

1916 31,495  36,431 

1917 33,980  36,435 

Rubber  exports  show  a  decrease  of  2,252,000  tons  and 
16,788,000,  or  about  16  per  cent.  The  table  indicates, 
however,  that  the  decline  took  place  in  1914;  in  later 
years  the  trade  slightly  improved. 

The  discussion  of  coffee  and  rubber  indicates  sufS- 
eiently  the  reasons  for  the  failure  of  the  Brazilian  export 
trade  to  expand  during  the  war;  and  in  consequence, 
caqplains  why,  while  the  trade  balances  of  Argentina  and 
Qiile  have  been  rising  phenomenally,  the  Brazilian 
balance  has  undergone  but  little  change.  The  table  on 
flie  nert  page  compares  the  trade  balances  of  Brazil, 
Argentina,  and  Chile  for  the  years  1910-17. 

Hie  difference  between  the  Brazilian  situation  and 
that  of  Argentina  and  Chile  is  apparent  at  a  glance. 
Except  for  the  year  1913,  a  year  of  unusually  large  im- 
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COMPABIBON  OF  THB  TrADB   BALANCES  OF  BbAXIL,   AbOBNTOIA  AID 

Chilb,  1910-17 

(U.  8.  91J0OO) 
Yew  BtmU  Arientina  Chife 

1910  $+73,000  $+20,125  $+11,439 

1911  +68,000  -40,539  -3,«»7 

1912  +54,381  +92,194  +17,881 

1913  -12,397  +59,977  +24,379 

1914  +55,792  +74,726  +10,920 

1915  +109,910  +278,789  +53,625 

1916  +71,310  +199,630  +103,456 

1917  +74,674  +169,849  +127,178 

ports,  the  Brazilian  balance  was  favorable.  Excq>t  tea 
the  year  1915,  however,  the  balance  m  favor  of  Braol  in 
the  war  years  was  about  of  the  same  size  as  in  pre-war 
years.  Meantime  the  balances  in  favor  of  Argentina 
and  Chile  show  a  large  increase.  Relating  these  facts  to 
the  course  of  foreign  exchange,  it  is  not  surprising  that 
in  Argentina  and  Chile,  by  reason  of  the  great  excess  of 
supply  of  exchange,  representing  the  exports,  over  the 
demand  for  exchange,  to  pay  for  imports,  exchange  ex- 
perienced a  phenomenal  rise;  whereas  in  Brazil,  wfaoe 
there  was  no  such  change  in  the  trade  balance,  there  was 
no  such  rise  of  exchange. 

What  in  fact  occurred,  as  we  have  seen,  was  a  pro- 
noimced  fall  of  exchange;  and  the  balance  of  merchan- 
dise trade,  by  itself,  does  not  provide  an  explanation  of 
the  fall.  As  in  the  case  of  Chile,  there  are  but  few  data 
on  the  other  items  of  the  balance  of  payments;  but  fcff 
what  are  by  far  the  most  important  items,  foreign  heat- 
rowings  and  interest  payments,  a  fairly  trustworthy 
computation  can  be  made. 

Financially,  Brazil  fared  worse  than  any  of  the  othtf 
South  American  republics  during  the  war.  The  out- 
break of  war  produced  an  acute  situation,  the  reascms 
for  which  go  back  a  considerable  space  into  the  pre-war 
period.    Brazil  had  for  long  been  accustomed  to  a  large 
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inflow  of  foreign  capital.  The  six  year  period  1908-13, 
in  particular^  witnessed  a  program  of  heavy  borrowing, 
both  by  the  federal  and  the  state  governments,  and  by 
private  enterprise.  The  following  figures  show  the 
amount  of  new  foreign  capital  annually  invested  in 
Brazil  during  the  period  190S-16: 

Amount  of  Nkw  Capital  in  Bbazil,  1908-16  ^ 

(U.  8.  $1,000) 

1908 140,000  1913 202,727 

1909 101,386  1914 

1910 163,936  1916 

1911 188,305  1916 6,600« 

1912 123,n3 

The  easy  acquisition  of  foreign  capital  led  the  gov- 
enmients  and  private  individuals  into  extravagances 
—  into  unusually  large  military  and  naval  expenditure, 
into  railway  and  other  public  projects  which  could  yield 
a  return  only  after  some  years  of  waiting.  According  to 
official  statements,  the  revenues  of  Brazil  for  the  five 
years  1910-14  totaled  2,762,008  contos  (paper),  while 
expenditures  amounted  to  3,514,155  contos,  leaving  the 
enormous  deficit  of  752,147  contos,  or  $238,123,000. 
During  the  first  four  years,  1910-13,  the  deficit  was 
$159,123,000,  or  an  average  of  $39,781,000  per  year.  In 
1914  it  was  nearly  double  that  sum.  Owing  to  the  war, 
the  revenue  decreased  to  375,098  contos,  while  expendi- 
toies,  tho  considerably  lower  than  in  the  preceding 
year,  amounted  to  636,781  contos,  thus  leaving  a  deficit 
of  261,683  contos,  or  $78,902,000. 

The  outbreak  of  war  did  more  than  cut  down  govern- 
ment revenue.  It  shut  off  the  inflow  of  foreign  capital 
which  was  at  the  bottom  of  the  extravagant  expenditure* 
The  sudden  cessation  of  investment  in  1914,  moreover, 


>  TViiriitinin  in  the  Pftn  AnHwiwtn  Magnriiw,  Norember,  1018,  pp.  Id  et  aeq.,  of  «n 
•Utemoit  by  Elyiio  de  Carv»lbo. 

*  $M00.000  lent  to  the  munidpiUity  of  Slo  Paulo  by  United  States  banks. 
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came  after  some  rather  trying  expmenoeB  in  1911 
Brazil  was  serioudy  affected  by  the  stringency  in  foreip 
money  markets  which  followed  the  oatbreak  of  ttie 
Balkan  War.  The  jrear  1913,  moreover,  witnessed  a 
dump  in  coffee  and  rubber  juices.  The  vahie  of  coffee 
and  rubber  exported  m  1913  was  nearly  $56,000,000 
less,  altho  the  exports  of  coffee  were  over  a  milliaii 
bags  larger,  than  m  1912.  Total  exports  declined  from 
over  $362,000,000  m  1912  to  less  than  $314,000,000 
in  1913.  At  the  same  time  imports  increased  from  about 
$306,000,000  to  $326,000,000.  The  result  was  that  ia 
that  year  the  balance  of  trade  was  unfavoraUe  by 
about  $12,000,000. 

In  consequence  gold  b^an  to  flow  out  of  Braifl,  and 
the  exchange  rate  was  threatened.  In  1912  there  wasa 
net  mflow  of  gold  amounting  to  $17,500,000.  In  191S| 
on  the  other  hand,  there  was  a  net  export  of  gold 
of  over  $23,000,000.  Brazilian  exchange  would  have 
fallen  in  1913  from  the  higji  level  of  the  1910-12 
period  had  it  not  been  for  the  important  service  par- 
formed  by  the  Conversion  Office,  which  issued  gold 
freely  to  TnaintAJn  exchange,  its  gold  holdings  falling  in 
consequence  from  386.7  to  276  million  mitreis  during 
1913.^ 

When  the  war  broke,  the  federal  government  was 
negotiating  for  a  loan  in  London.  The  failure  of  the 
negotiations  made  it  impossible  for  the  government  to 
pay  interest  on  its  foreign  obligations.  In  October, 
1914,  an  agreement  was  made  with  the  foreign  bond- 
holders, represented  by  the  Rothschilds,  for  a  funding 
loan  of  £15,000,000.^  The  interest  on  the  foreign  d^ 
was  paid  in  the  bonds  of  this  loan  up  to  August,  1917| 
when  interest  payments  were  resumed.  Amortixatian 
of  the  foreign  debt  was  suspended  for  thirteen  yean 
(until  1927).   The  effect  of  tiie  funding  loan  was  to  take 

1  South  AmarifliA  JootimI.  Jamuoy  18,  lOlO,  p.  S7. 
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the  weight  of  the  foreign  interest  payments  off  the  ex- 
cbange  market,  temporarily,  thus  preventing  a  fall  of 
eidiange  much  more  serious  than  that  which  actually 
did  occur. 

Ab  it  was,  exports  of  gold  increased  to  the  high  figure 
of  t4O,144,000  in  1914;  and  the  stock  of  gold  in  the  Con- 
iroraion  Office  was  reduced  to  138.5  million  miheis  by  the 
eod  of  tiie  year.  In  December,  1914,  the  President  was 
anUicnized  to  suspend  the  redemption  of  notes  imtil 
December,  1915,  the  suspension  being  subsequently 
eacteoded.  The  government  resorted  to  issues  of  paper 
moci^.  The  first  issue,  authorized  by  law  of  August  24, 
1014,  was  for  250,000,000  milreis.  A  second  issue,  of 
860,000,000  milreis,  was  authorized  by  law  of  August  28, 
1915«  By  June  30,  1918,  the  total  quantity  of  incon- 
irertible  paper  in  circulation  was  1,534,252,000  milreis, 
lepteeenting  an  increase  of  945,000,000  milreis  since 
August  26, 1914.' 

In  other  words,  throughout  the  war  Brazil  has  been  on 
inconvertible  paper  money  basis;  and  the  foreign 
have  been  subject  to  all  of  the  fluctuation  and 
mfftf^MfcHiTiARg  which  is  inherent  in  every  inconvertible 
paper  situation,  and  of  which  the  most  interesting  in- 
itenoe  today  is  Chile.  Large  emissions  of  paper,  more- 
over, have  precisely  the  same  effect  on  the  rate  of  ex- 
flbange  as  does  an  unfavorable  trade  balance.  They 
iffeet  unfavorably  the  ratio  between  the  domestic  paper 
iDd  foreign  gold  moneys,  by  increasing  the  supply  of  the 
lotmer  relatively  to  the  demand  for  it,  and  thus  cause 
ilB  depreciation  in  terms  of  foreign  gold.  Here,  then,  is 
ladoubtedly  one  of  the  causes  of  the  present  low  rate  of 
Bnsilian  exchange. 

1  8o«tli  AwMrioan  Journal,  Janoary  18, 1010,  p.  87.  At  the  end  of  1018,  tbe  quantity 
rf  jfHgm  in  flireulatioo  was  stated  to  be  about  2,000,000.000  milreis.  RevisU  de  Boo- 
mrin  7  Tjninimt.  pp.  000, 810. 
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Another  cause  is  contained  in  the  borrowing  program 
which  we  have  reviewed.  The  heavy  borrowings  have 
given  rise  to  an  increasingly  heavy  interest  charge. 
According  to  Sr.  Elysio  de  CarvalhOy  whose  figures  of 
new  annual  borrowings  were  given  above,  p.  461,  the 
total  foreign  capital  invested  in  Brazil  was  in  1917, 
$2,000,000,000.'  Of  this  sum  $577,240,000  is  the  foreign 
debt  of  the  federal  government  (Decemb^  31,  1917), 
and  $301,116,376,  the  foreign  indebtedness  of  the 
individual  states  and  municipalities  (December  31, 
1916);  the  remainder,  or  $1,122,000,000,  representing 
private  investment.  The  annual  interest  chaige  on  the 
federal  foreign  debt  is  about  $30,000,000,  but  owing  to 
the  fimding  agreement,  which  did  not  end  until  August, 
1917,  only  $11,993,506  was  paid  in  1917.  Interest  on 
all  other  foreign  capital  ($1,423,000,000)  at  5  per  cent 
equals  $71,150,000;  the  total  interest  charge  in  1917 
was  thus  about  $83,144,000.  When  this  sum  is  added 
to  the  imports  ($216,319,000),  we  have  a  total  of  out- 
goings from  Brazil  of  about  $299,463,000,  as  against 
$290,993,000  of  exports.  The  favorable  trade  balance 
of  $74,674,000  (shown  on  p.  460)  is  thus  converted  into 
a  deficit  of  $8,470,000.  Had  the  full  interest  charge  on 
the  federal  foreign  debt  been  paid,  the  balance  would 
have  been  much  more  imfavorable. 

To  sum  up  the  discussion  of  Brazilian  exchange,  the 
suspension  of  specie  payments  by  the  act  of  December, 
1914,  the  large  emissions  of  inconvertible  paper  money 
since  that  date,  the  sudden  shutting-off  of  the  largp 
annual  inflow  of  foreign  capital  by  the  outbreak  of  war, 
which  brought  upon  Brazil  the  full  burden  of  the  int^ 
est  charge  —  these  factors,  combined  with  the  serious 
shrinkage  of  the  exports  of  coffee  and  rubber  and  the 

1  Of  the  total  amount  $1,750,000,000  Ib  European.    Of  thia  $705,000,000  is  &«fidi. 
and  $600,000,000  French.    Pan  American  Masasine,  November,  1918,  pp.  20  et  seq. 
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consequent  failure  of  the  export  trade  to  expand,  as 
it  has  done  m  other  countries,  brought  it  about  that 
whereas  m  the  other  countries  exchange  rose  remark- 
ably,  in  Brazil  the  level  of  exchange  during  the  war  was 
considerably  below  the  level  of  pre-war  years. 

John  H.  Williams. 

Habyabd  UmYBBaiTr. 
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I.  Introduction 

Today,  when  present  and  impending  conditions  are 
tiying  men's  souls  and  forcing  a  weighing  in  the  balance 
of  their  past  achievements  in  so  many  directions,  it 
seems  appropriate  and  important  to  make  at  least  a 
partial  appraisement  of  the  contributions  of  8cient]& 
management  to  the  field  of  industrial  problems.   It  may 
be  well,  however,  at  the  start  to  look  back  briefly  over 
the  successive  stages  of  its  development  in  order  to 
arrive  more  fairly  at  a  true  estimate  of  its  present  vatae^ 
and  to  enable  a  correct  forecast  of  its  potential  warth^B 
a  means  for  the  adjustment  of  present  and  future  social 
and  economic  problems. 

4M 
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As  long  as  the  early  discussions  and  the  evolution  of 
the  science  were  confined  within  the  bounds  of  the 
American  Society  of  Mechanical  Engineers,  the  public 
knew  little  of  what  was  taking  place.  This  was  as  it 
should  have  been,  for  the  early  papers  ^  which  stimu- 
lated discussion  and  really  crystallized  and  forced  the 
concrete  statement  of  principles  and  methods,  later 
served  as  the  substantiation  of  the  most  potent  claim  of 
scientific  managers  —  namely  that  scientific  manage- 
ment is  not  a  theory  evolved  on  paper  by  a  more  or  less 
practical  dreamer,  but  is  the  result,  tho  as  yet  imper- 
fectly expressed,  of  carefully  worked  out  solutions 
evolved  by  far-sighted  and  eminently  practical  man- 
agers and  engineers  to  meet  everyday  problems.  Such 
theory  as  has  been  developed  was  preceded  long  years 
Iqr  sound  practice. 

With  the  Eastern  Rate  Case  hearings  in  1911,  how- 
ever, came  the  second  stage,  the  public  awakening; 
and  immediately  succeeding  it  came  a  flood  of  popular 
articles,  extravagant  claims,  and  vehement  denials. 
lliere  was  a  mad  scramble  on  the  part  of  various 
owners  of  Industries  (possessing  a  lamentable  lack  of 
understanding  as  to  what  this  new  movement  really 
0  to  secure  this  '^  panacea,"  and  of  course  an  equally 
readiness  on  the  part  of  incompetent  and  fre- 
quently unscrupulous  charlatans  to  supply  the  demand. 
It  is  safe  to  say  that  had  not  such  abundant  evidence  of 
the  real  value  of  the  fimdamental  principles,  properly 
^[yplied,  been  available  during  this  period,  the  inevitable 

t  Towae,  *'  The  g-**!***^—  m  Eoonomist/*  Trana.  A.  8.  M.  E..  voL  vii.  p.  426; 
T^waa,  '*  Gain  Shwinc*'  ibid..  toL  z.  p.  000;  HalMsr,  "  A  Premium  PUn  of  Pa^yinc  for 
labor."  aid..  toI.  xU.  p.  7S6;  Rowan.  "  A  Premium  System  Applied  to  Endiah  Woric- 
Aopa,"  Fkoe.  Ivi.  of  Meefa.  Eng.,  Mareh  20.  1903,  p.  203;  Taylor.  "  A  Piaoa  Rata 
%ilHn,**  Tnm.  A.  8.  M.  E..  toL  ziri,  p.  856;  Gantt.  "Bonus  System  for  Rewardini 
I«bor."  ib&L,  Tol.  zziii.  p.  341;  Taylor.  "  Shop  Maaacement,*'  ihid..  toI.  zjot.  p.  1387. 
Qiartl,**Gnpliieal  Daily  Balanoe  in  BCanofaetoia."  ibid.,  p.  1322;  Barth, "  Slide  Rnlea 
m  Bwt  fd  tba  Tfejrior  StyatMn,"  T^aas.  A.  S.  M.  B.,  toI.  zzy,  p.  40;  Dodoe,  *' A  Hiatocy 
tf  tlM  IntrodnetiOD  of  a  Qjralam  of  Shop  Manaasmant,"  ibid.,  toI.  zzrii,  p.  720. 
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reaction  would  have  been  much  more  severe  and  of 
much  longer  duration.  The  fact  that  it  was  not  is  only 
another  tribute  to  the  (possibly  unconscious)  fai^ 
sightedness  of  the  real  leaders  in  the  movement. 

For  there  is  no  question  that  the  reaction  is  largdy 
past  and  that  we  are  now  in  the  third  stage.    This  does 
not  mean^  however,  that  there  is  not  stiU  a  tremendous 
amount  of  misunderstanding  as  to  the  real  significance 
of  the  movement,  or  even  a  considerable  amount  of 
active  opposition.    The  third  stage  is  again  clearly  re- 
flected in  the  literatiure  on  the  subject.    The  popular 
matter  has  dropped  out  pretty  completely  and  has  beoi 
replaced  by  an  already  large  and  constantly  growing 
number  of  articles  dealing,  on  the  one  hand  with  coor 
Crete  illustrations  and  explanations  of  the  actual  work- 
ings of  the  system  or  of  parts  of  it,  and  on  the  other 
hand  with  frequently  altogether  healthy  and  well-in- 
tentioned, tho  imfortunately  not  always  well-inforn^, 
attempts  to  appraise  its  true  economic  significance.  Hie 
active  and  open  opponents,  failing  to  find  proof  of  the 
fulfillment  of  their  dire  prophecies  as  to  the  ill  effects  on 
the  workman  and  the  heartlessness  of  it  all,  have  largely 
been  driven  to  a  less  outspoken  if  more  insidious  activity, 
unwittingly  furnishing  tremendous  arguments  for  the 
extension  of  what  they  sought  to  kill  through  measures 
forced  on  misinformed  legislators  in  a  vain  attempt  to 
stop  the  inevitable.^     And  incidentally,  those  of  the 

1  I  refer  to  the  anti-stop  watch  and  premium-payment  riders  to  the  Axmy  Appro* 
priation  Bills.  Before  the  Committee'on  Military  AfTairs  on  January  4,  1017,  Brig.  Qm, 
William  Croeier,  Chief  of  Ordnance,  in  discussing  the  Taylor  Ssrstem  at  the  WatertovB 
Arsenal  submitted  testimony  in  substance  as  follows,  Hearings  before  the  Cammittee 
on  Military  Affairs,  Army  Appropriation  Bill,  1918,  pp.  955-964;  see  also  CoagresBOoal 
Record  for  February  1,  1917,  pp.  2654-60:  — 

After  the  Taylor  System  had  been  in  operation  at  the  Arsenal  a  year  or  more  a  eon- 
parison  of  identical  jobs  showed  that  the  men  on  the  average  did  2.7  tunes  as  modi 
work  after  its  development  as  they  did  before.  In  the  machine  shop  where  most  <tf  thcss 
jobs  were  done,  the  average  increase  in  output  was  2.2.  (See  decrease  for  this  depaii* 
ment  upon  abolition  of  premium  payment,  below).  The  work  was  more  carefully  done, 
of  a  higher  quality.    There  had  been  to  date  of  testimony,  January  4,  1017, 
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Taylor  persuasion  —  upon  witnessing  the  constant  put- 
ting forth,  by  those  either  ignorant  of  or  actually  op- 
posed to  the  Taylor  System  as  such,  of  "  new ''  and 
brilliant  ideas  in  management,  incorporated  long  since 
in  the  practices  of  that  group  —  may  be  pardoned  for 
an  unseemly  chuckle  up  their  sleeves  at  the  rapid  and 
Inesistible  spread  of  the  principles  and  methods  for 
idiich  they  have  long  stood.  Not  only  in  current  trade 
journals  laying  no  claim  to  being  scientific  management 
disciples,  but  also  in  the  practices  of  many  managers, 
some  of  whom  at  least  lay  claim  to  being  exactly  the 
reverse,  is  this  tendency  most  noticeable.  Only  upon 
coming  in  more  or  less  close  contact  with  numerous 
irfants  is  this  fact  brought  home  so  forcibly. 

We  may  say,  therefore,  that  the  sensational  and  prop- 
agandist period  is  past,  that  the  foisting  of  half-baked 

efficiency  "  schemes  on  an  imsuspecting  and  over- 
public  is  rapidly  passing  (altho  there  are  still, 
unfortunately,  too  many  managers  who  give  less  atten- 
tion to  the  selection  of  an  industrial  adviser  than  they 
give  to  the  purchase  of  a  new  machine),  and  that  the 
ak^tical  stage  —  the  '*  my  business  is  different  "  atti- 

•0v«B  jtmn  after  the  syitem  was  ixwugurated,  no  aiiigle  instance  in  which  a  man  had 
womfiMiMted  ai  orcnrork.  The  spirit  and  contentment  of  the  men  had  never  been  so 
flood  ••  they  were  during  the  seTeral  years  in  which  the  sjrstem  was  in  operation.  For 
m  ■amber  of  years  the  aTerace  earning  of  premiums  of  the  workmen,  above  the  regular 
4iqr  wage  which  in  itself  was  equal  to  that  of  other  plants  in  the  vicinity,  was  about 
T7  per  eent  of  their  pay. 

1^  nongrfsirmal  actitm  the  use  of  the  stop  watch  and  the  payment  of  premiums 
W9K9  aboUahed.  A  comparison  of  identical  jobs  done  in  many  cases  by  the  same  work- 
■MB  both  before  and  after  this  proviso  went  into  effect  shows  in  the  worst  case,  that  of 
a  job  done  by  the  same  man,  that  he  took  4.2  times  as  long  to  do  the  work  after  premium 
pajmcnt  was  abolished;  in  other  cases  the  ratios  were  3.6,  3.0,  2.9,  etc.,  with  average 
islioo  as  foQows: 

Machine  shop 2.2  times  as  long  when  not  on  premium 

Foundry 1.6     •       •     ■        ■       •     •  • 

Smith  shop   2.1      •       •     •        ■       ■     ■         • 

Yard  gang 1.8     •       "     •        "       "     •         ■ 

T1»  atmosphere  of  industry  and  applieation  which  was  previously  so  noticeable  changed 
— terially,  there  was  mueh  more  loafing  and  the  men  had  no  desire  to  exert  themselves 
lAvpraniiivm  payment  was  abolished.  The  earnings  of  the  men  of  course  dropped  back 
to  rapilar  day  rata*  and  the  eost  of  manufacture  was  considerably  increased. 
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tude  —  is  gradually  passing  with  the  constant 
of  new  lines  of  industry  to  the  list  of  scientifically  man- 
aged plants,^  and  that  we  are  now  in  a  period  of  healthy 
growtii  accompanied  by  a  much  more  i^rmpathetic  and 
truer  understanding  of  the  fundamental  nature  of  the 
principles  and  problems  involved.  '^  Scientific  manage- 
ment "  has  comfortably  taken  its  place  among  the 
things  which  are  here  to  stay. 

It  is  perhaps  a  little  early  to  attempt  to  judge  of 
many  of  the  economic  problems  raised  by  8cdeQti& 
management  —  the  smoke  of  battle  is  yet  a  little  too 
pungent,  and  we  are  not  yet  sufficiently  removed  from 
its  b^inning  to  enable  us  to  get  a  true  perspective  of 
the  movement  as  a  whole.  Whereas  in  the  past,  how- 
ever, it  has  been  necessary  to  speculate  as  to  its  pnMtk 
effects  on  this  or  that  phase  of  the  problems  ixresentedi 
and  even  tho  we  may  still  justifiably  concern  ouisehes 
in  this  manner  with  the  numerous  as  yet  imsolved  qiUB- 
tions,  we  can  now,  nevertheless,  get  a  much  clearer  pe^ 
spective  than  has  been  possible  heretofore  and  peihi^ 
more  profitably  focus  oiur  attention  on  the  positive  as- 
pects and  accomplishments  in  certain  directions,  realii- 
ing  that  it  is  no  longer  theory  but  facts  with  which  we 
are  dealing.  If  the  writer  succeed  in  crystallizing  a  few 
of  the  accounts  on  the  debit  side  of  oiur  balance  sheet  by 
bringing  together  some  of  the  concrete  economic  losses 
already  eliminated  or  alleviated  by  scientific  manage- 
ment, it  may  perhaps  make  easier  oiur  minds  as  to  the 
state  of  the  science  as  a  whole. 

In  considering  the  effects  of  scientific  managemeat 
from  the  standpoint  of  its  positive  contributions  to  in- 
dustry we  may  take  up  first  the  mechanical  phase— 
the  more  purely  impersonal  aspects  —  divorc^  so  far 

*  Cf .  C.  B.  Thompeon,  "  Scientific  Management  in  Practice/*  Quarterty  Joanal  d 
Economics,  February,  1915,  p.  262,  in  which  eighty-three  different  industriee  an  Md 
■inoe  which  time  there  has  been  a  noticeable  increase  in  the  number. 
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possible  from  considerations  of  its  direct  effect  on 
the  individual,  leaving  the  human  factor  as  the  last  and 
inoek  important  topic.  The  two  are  to  a  certain  extent 
mtemctive,  yet  sufficiently  distinct  to  warrant  separate 
traatment. 

II«  The  Mechanical  ob  Impersonal  Aspects 

A.  Increased  Prodtiction 

Turning  first  then  to  the  effects  of  scientific  manage- 
ment on  industry  as  such,  as  exemplified  by  those  estab- 
Bdmoents  directly  affected  by  it,  by  far  the  most  striking 
tBD|^  fact  is  the  increase  in  jfroductUm  it  has  effected 
with  the  same  equipment  and  personnel.  This  has  oc- 
emred  in  many  cases  to  such  an  extent  as  to  be  almost 
unbdievable.  Ten,  twenty,  thirty  per  cent  increases 
ne  the  rule,  and  an  output  twice  or  even  three  times  as 
great  as  had  formerly  been  secured  is  not  uncommon. 
And  these  results  have  not  been  uniformly  secured,  as 
mil^t  be  supposed,  from  plants  that  were  near  the  lower 
levd  of  efficiency  before  the  development  of  the  system 
was  started.  On  the  contrary,  in  many  cases  the  stand- 
aid  of  production  was  comparatively  high,  and  I  know 
of  one  case  where  the  production  was  increased  over 
80  per  cent  in  a  plant  which  from  every  standpoint  was 
previously  generally  considered  to  be  absolutely  the 
most  efficient  of  its  kind  in  the  country.  The  desire  for 
increased  production  is  often,  indeed,  one  of  the  minor 
eauses  for  the  management's  determination  to  have 
scientific  management  —  too  often  the  output  is  greater 
than  ever  before  and  yet  the  firm  through  other  causes  is 
kxdng  money,  or  conditions  are  unsatisfactory  in  other 
respects.^    But  in  just  that  same  plant  when  scientific 


>  WHiiMi  %  raeent  demand  od  the  pert  of  workmen  in  one  large  ehop  for  the  initiaf- 
ol  tima  study  M  a  meaaa  of  mere  aoeurate  rate-eettinf. 
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management  is  developed,  the  output  is  almost  sure  to 
increase  —  incidentally  as  it  were. 

Increase  in  production  has  been  the  ciy  of  eoonmnisto 
for  centuries,  and  for  centuries  they  have  had  their  cry 
answered  —  at  least  partially.  For  it  is  the  exoq>tioii 
where,  take  any  industry  you  will,  with  the  con^foiU  «fb- 
atiJbutUm  of  new  and  improved  labor  saving  machinery  and 
equipment  the  output  has  not  been  very  largely  increased 
over  what  it  formerly  was.  Our  industrial  higjhway  is 
strewn  with  the  corpses  of  those  individuals  who  would 
not  or  could  not  keep  abreast  of  these  improvem^its. 

Such  increases,  however,  altho  they  may  enable  the 
individual  to  survive,  may  not  and  often  do  not  wholly 
satisfy  economic  demands.  They  are  brought  about  by 
the  svhstUvJlion  of  new  machines  for  those  already  in  use, 
oftentimes  long  before  the  latter  have  earned  their  keep. 
I  heard  of  a  case  where  recently  in  one  departm^it,  new 
machines  costing  thousands  of  dollars  and  having  been 
in  use  less  than  one  year,  were  scrapped  to  make  way 
for  new  and  supposedly  superior  machines. 

The  increase  in  production  brought  about  throu^ 
scientific  management,  however,  is  of  a  fimdamentaUy 
different  nature.  True,  the  scientific  manager  does  not 
tolerate  obviously  antiquated  machinery,  but  he  does 
not  tolerate  inefficient  machinery  of  any  kind,  and  it  is 
just  here  that  his  real  economic  contribution  comes  in. 
With  him  it  is  not  a  case  primarily  of  increase  in  produe- 
tion  through  new  machines ;  it  is  first  and  foremost  a  case 
of  increase  through  getting  the  most  out  of  existing  equxp- 
merit  and  personnel.  Only  after  present  means  are 
brought  to  their  highest  productiveness  may  the  ques- 
tion as  to  whether  new  equipment  is  justifiable  be  satis- 
factorily determined.  With  the  present  mania  for  new 
equipment,  we  may  well  inquire  whether,  in  very  many 
cases,  these  changes  do  not  impose  an  added  rather 
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than  a  lessened  burden  on  the  consumer.  If  a  proper 
charge  for  such  rapid  obsolescence  as  well  as  a  regular 
charge  for  depreciation  were  figured  into  the  expected 
cost  resulting  from  the  contemplated  '^  improvement/' 
and  particularly  if  this  expected  cost  were  compared 
not  with  present  costs  with  existing  equipment,  but 
with  what  those  costs  should  be,  it  is  safe  to  say  that 
many  new  machines  would  go  unbought,  that  many 
firms  would  avoid  bankruptcy,  and  that  the  owners  as 
well  as  the  buying  public  would  profit  thereby.  It  is 
just  here  that  the  line  between  the  two  kinds  of  in- 
creases may  be  sharply  drawn,  which  brings  us  to  the 
ccMisideration  of  the  financial  aspect  of  the  question. 

B.  Decreased  Cost 

For  all  practical  purposes  the  consumptive  capacity 
of  mankind  as  a  whole  may  be  considered  to  be  im- 
limited.  Yet  not  infrequently  there  has  occurred  a 
state  of  so-called  "  overproduction  "  in  one  or  more 
widely  consumed  lines  of  commodities.  This  apparently 
anomalous  state  of  affairs  will  be  found,  upon  analysis, 
to  be  due  not  to  overproduction  as  such  —  not  to  a 
simple  cessation  of  demand  because  of  satiated  desire  — 
bat  to  a  conviction  on  the  part  of  the  consuming  public, 
that  at  that  price  under  existing  conditions  the  commo- 
dity in  question  no  longer  yields  the  demanded  return 
for  money  invested  in  it.  What  was  formerly  exchanged 
for  this  commodity  now  goes  elsewhere  where  the  equiv- 
alency is  considered  to  be  more  attractive.  Lower 
your  price  on  this  one  commodity,  however,  and  see 
what  happens:  —  the  balance  of  equivalency  just  estab- 
lished is  again  disturbed,  the  commodity  now  imme- 
diately represents  a  relative  increase  in  return,  those 
ttlicles  which  before  replaced  it  are  now  themselves  re- 
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placed  by  it,  and  we  get  back  at  least  to  the  origpud 
state  of  demand  with  possibly  an  added  demand.  Con- 
tinue to  lower  the  price,  and  this  commodity  will  ocm- 
tinue  to  edge  its  way  into  favor,  constantly  distoibmg 
the  balance  and  in  constantly  widening  circles  continu- 
ing to  replace  other  articles  which  we  deem,  in  com- 
parison, as  of  lesser  utility. 

It  would  then  seem  clear  that  a  simple  increase  in 
production  without  at  the  same  time  a  decrease  in  unit 
cost  (and  therefore,  in  the  long  run,  in  selling  price) 
cannot  of  itself  in  the  great  majority  of  cases  be  con- 
sidered an  economic  gain  ^  and  may  at  times  lead  to  a 
direct  economic  loss  —  overproduction.  Furthermoi^ 
a  simple  increase  in  production  with  an  accompanying 
decrease  in  a  cost  which,  due  to  inefficiency  in  manage- 
ment, was  hitherto  higher  than  it  should  reasonabty 
have  been  as  judged  by  modem  standards,  may  not  and 
usually  does  not  wholly  satisfy  economic  demands.  It 
is  only  erasing  the  negative  and  getting  back  to  par,  as 
it  were,  but  failing  to  add  a  plus. 

Where  the  increase  in  production  and  the  decrease  in 
already  satisfactory  cost  go  hand  in  hand,  however,  our 
gain  is  direct  and  indisputable. 

It  was  for  this  reason  that  the  distinction  above  was 
drawn,  and  it  is  on  this  ground  that  scientific  manage- 
ment may  lay  just  claim  to  a  more  favorable  economic 
judgment  than  the  prevalent  increase  in  production 
brought  about  through  new  equipment  which  may  not  be 
economically  justifiable.  With  its  insistence  on  present 
efficiency  before  new  equipment  is  permitted,  whidi 
with  its  accurate  cost  system  furnishes  a  basis  for  deter- 
mining the  effectiveness  of  contemplated  substitutiou^ 

>  I  am  not  conaiderinc  those  rare  inatanoes  where  an  increase  in  prodnctioB  y/A 
decreased  cost  may  be  an  economic  lou  (in  the  case  of  whiskey,  e.  g.),  nor  wfaare  ■ 
increase  in  production  even  at  a  decided  increase  in  cost  may  be  a  distinct  uiiuiiisrft 
gain  (in  the  case  of  food  shortage,  e.  g.).  Such  cases  are  altogeth^  ezoeptioiisl  td 
have  no  practical  bearing  on  the  present  discussion. 
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adentific  management  has  a  very  much  firmer  founda- 
tion upon  which  to  rest  its  claim.  It  of  course  has  also 
tiie  absolute  reduction  in  cost  in  addition. 

Of  the  various  means  by  which  scientific  management 
increases  production  and  decreases  cost,  some  —  such 
M  tiie  selection,  fitting  and  training  of  the  workers,  the 
reducing  of  labor  turnover,  absences,  lates,  ete.,  the 
determining  and  securing  of  a  proper  day's  work  and 
tiie  paying  of  a  correspondingly  increased  wage  —  are 
distinct  economic  gains  in  themselves.  These  will  be 
discussed  imder  the  human  factors.  Others,  however, 
must  be  considered  simply  as  the  elements  which  go  to 
fonn  the  most  outstanding  contribution  of  scientific 
management  under  this  head  —  decreased  cost  —  and 
m  such  several  merit  discussion  here. 

1.  The  Use  of  Equipment.  Closely  connected  with 
Hie  question  of  new  equipment  referred  to  above,  is 
Hutt  of  the  full  utilization  of  that  now  on  hand,  using 
tte  term  in  its  widest  sense  to  include  all  facilities  of 
production. 

A  certain  amount  of  idleness  of  equipment  is  of  course 
vnavoidable.  That  it  should  be  even  one-half  of  what  it 
unquestionably  is,  however,  is  a  striking  commentary 
on  the  lack  of  foresightedness  of  many  managements. 
The  encoiuraging  featiure  about  it,  however,  is  that  a 
luge  proportion  of  idleness  can  be  prevented  and  that 
m  tew  progressive  managers  are  informing  themselves 
md  taking  effective  steps  to  remedy  the  evil.  Less 
Meooraging  is  the  f  act  that  the  extent  and  seriousness  of 
tte  losses  through  idle  equipment  are  seldom  appreciated 
Igr  the  manager  imtil  it  is  brought  forcibly,  even  vio- 
kntl^,  to  his  attention  through  cold  figures.  In  compara- 
tively few  plants  is  a  record  of  machine  time  regularly 
and  systematically  kept,  and  in  still  fewer  instances  is 
tte  effort  made  to  determine  in  each  case  the  exact  cause 
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of  idleness  upon  which  to  base  intelligent  remedies.  If, 
as  advocated  by  Mr.  Gantt/  each  manager  could  be 
shown  that  during  the  last  two  months  a  certain  group 
of  machines  was  idle  say  40  per  cent  of  the  time,  and 
that  this  idleness  was  distributed  as  follows: 

Total  Idlbnsbb  40% 

Unavoidable  breakdowns 3  % 

Avoidable  breakdowns 12 

Lack  of  work  at  machines 15 

Lack  of  orders  for  product  0 

Lack  of  materials  4 

Unbalanced  equ^>ment   6 

Poor  planning  5 

Lack  of  help 10 

and  if  in  addition  the  money  loss  from  each  cause  could 
be  shown,  measures  to  reduce  the  idleness  would  fol- 
low almost  as  a  matter  of  course.  Nothing  is  more  oooh 
mon  than  an  abundance  of  room  in  what  was  previou^ 
a  very  much  crowded  and  overburdened  department 
after  steps  have  been  taken  to  balance,  rearrange, 
standardize  and  maintain  equipment,  and  it  is  not 
unusual  to  hear  of  a  whole  contemplated  addition  to 
a  plant  being  found  entirely  unnecessary  and  conse- 
quently abandoned  upon  the  presentation  of  such  statis- 
tics as  those  cited  above  —  a  direct  saving  of  usually 
thousands  of  dollars,  to  say  nothing  of  the  avoidance  of 
actual  loss  (through  decreased  production  or  increased 
costs)  which  many  times  occurs  with  an  enlargement 
of  plant. 

Just  why  such  conditions  exist  it  is  hard  to  say.  At- 
tention to  such  matters  should  be  one  of  the  main  duties 
of  the  manager.  And  with  a  table  such  as  the  above,  he 
would  soon  make  them  his  principal  duty.    Yet,  even 

1  H.  L.  Gantt,  "  Productive  Capacity  as  a  Measure  of  Value  of  an  IndialiU 
Property,"    Trans.  A.  S.  M.  E.,  1916. 
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Duder  present  conditioiiB,  it  seems  so  much  easier  to 
ofder  new  equipment,  blame  the  seller  for  such  slow 
deliveries  that  our  production  is  held  up,  and  overlook 
ihe  fact  that  by  the  aid  of  such  facts  the  way  out  lies 
right  under  our  noses.  The  answer  probably  lies  some- 
where between  our  natiuid  aversion  to  real  thought  and 
planning,  and  the  fact  that  the  prevalent  forms  of  or- 
ganization keep  the  manager  so  hemmed  around  with 
ordinary  routine  that  he  is  left  no  time  in  which  to 
conceive  and  execute  manifest  reforms.  The  exception 
principle  in  management  emphasized  by  Mr.  Taylor, 
merits  a  much  wider  application  on  the  part  of  most  of 
our  executives. 

2.  The  Use  of  Labor.  Unlike  an  idle  machine,  there 
is  of  coiu'se  no  such  thing  as  an  absolutely  idle  man  per- 
mitted in  any  plant,  yet  a  man  who,  before  thoro  time 
■taidy  and  planning  might  be  considered  to  be  extremely 
biMy  —  as  indeed  he  might  be,  tho  perhaps  inefficiently 
ID  —  in  the  light  of  highly  systematized  working  con- 
dStions  would  be  thought  of  as  having  been  previously 
fery  ineffectually  employed.  The  term  "idle"  is  be- 
eoming  a  relative  one.  In  general,  except  as  the  hmnan 
flkment,  to  be  discussed,  enters  here,  the  same  condi- 
tioiis  as  pointed  out  for  idle  equipment  are  applicable 
Bi  this  case,  and  for  the  present  the  two  may  be  con- 
Mkred  as  of  like  nature  and  effect.  Taken  together  they 
Bonstitute  the  most  tangible  field  for  reducing  costs. 

3.  Material  Control.  The  stores  system  in  a  scientif- 
ieally  managed  plant  is  typical  of  the  minute  control 
designed  to  be  exercised  over  all  departments  of  the 
inork.  It  is  designed  to  cover  the  four  factors  covering 
Bie  eflSdency  of  material  use:  Quality,  Quantity,  Time, 
nd  Cost,  and  great  care  is  taken  to  maintain  the  proper 
hslance  between  these  four  interdependent  variables  so 
ttiat  their  resultant  effect  will  be  the  best  for  any  given 

,  all  things  considered. 
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It  18  not  the  purpose  of  this  general  review  to  go  into 
a  description  of  either  the  methods  or  the  exact  resolto 
of  the  various  means  by  which  modem  managemeaVi 
economic  contributions  are  made.  To  do  so,  even  for 
the  present  topic,  would  require  volumes.  Only  the 
broader  features  can  be  briefly  touched  upon.  In  gen- 
eral it  may  be  said  that  the  principal  losses  in  the  m*- 
terials  field  occur  on  the  one  hand  throug^i  oversupptjTi 
and  on  the  other  through  undersupply;  and  curious  as 
it  may  seem,  losses  from  both  sources  occur  most  ofta 
in  the  same  plant. 

It  is  the  exception  where  the  cost  of  installation  of  the 
stores  system  does  not  pay  for  itself  by  inunediate  ssr- 
ings  effected,  and  in  many  cases  these  savings  am 
largely  through  the  elimination  of  surplus  stock  and 
useless  varieties,  and  through  effecting  a  more  r^iid 
turnover.  In  fact,  reports  as  to  the  amoimts  of  junk  dis- 
posed of  in  various  plants  upon  the  development  of  the 
stores  system  would  be  almost  unbelievable  to  one  niio 
has  not  had  first  hand  contact  with  this  work,  were  it  not^ 
for  the  records  supporting  the  statements.  Tons  and 
tons  of  supplies  —  ordered  by  the  foreman  for  the  ex- 
pected rush  which  did  not  materialize,  parts  lost  or  re- 
jected in  process,  duplicate  orders  uncaught,  "rainy 
day  "  and  spoiled  parts  cached  by  the  workman,  wrong 
material  delivered  and  not  sent  back,  parts  for  discon- 
tinued products,  and  fantastic  variations  from  standard 
—  all  accumulate  in  the  storerooms  or  at  various  odd 
places  (including  valuable  working  space)  throu^oot 
the  plant,  imtil  a  detailed  study  of  production  require- 
ments leads  to  a  wholesale  housecleaning.  Immediate^ 
and  almost  invariably,  the  inventory  of  stores  which  it 
is  necessary  to  keep  on  hand  is  decreased,  releasing  idle 
capital.  This  capital  invested  in  tiun  becomes  more 
productive  through  more  rapid  use. 
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The  experience  of  the  Watertown  Arsenal  where,  upon 
the  development  of  the  system,  the  savings  in  one  year 
lesulting  from  the  use  of  surplus  stock  amounted  to 
$122,789.61  is  typical  of  many,  many  plants  in  this  re- 
q)ect.  Similar  instances  could  be  multiplied  almost 
indefinitely. 

Looking  behind  such  conditions  we  readily  see  not 
only  the  general  disorganization  and  lack  of  knowledge 
tiuis  typified,  but  also  the  large  amount  of  capital  tied 
up,  the  inevitable  depreciation  and  deterioration  of 
stock,  and  the  general  interference  with  the  flow  of  work 
in  productive  processing.  Add  to  this  the  elimination  of 
the  generally  rapidly  disappearing  annual  or  semiannual 
diutdown  for  inventory  taking,  and  the  sources  of  the 
Uu^  savings  become  apparent. 

Similarly,  lack  of  the  proper  material  at  the  right 
time  is  frequently  the  cause  of  expensive  delays,  post- 
poned delivery  dates  and  even  loss  of  trade.  Here 
again  a  certain  amount  of  lost  motion  is  unavoidable; 
but  that  four-fifths  of  the  ciurent  inconveniences  and 
kflses  experienced  in  material  handling  can  be  elimin- 
ated by  detaUed  knowledge  and  proper  planning  is 
proved  by  those  scientifically  managed  plants  which 
have  systematically  attacked  and  regulated  stores 
problems. 

4.  Routing.  The  decreasing  of  costs  through  the  full 
utilization  of  equipment,  of  men,  and  of  materials  has 
been  discussed.  Another  of  the  means  by  which  this 
reduction  is  secured  is  the  broader  use  and  correlation 
of  the  business  as  a  whole,  including  both  the  physical 
layout  and  the  administrative  control  of  the  various 
component  parts  of  the  business. 

Just  what  is  meant  by  this  topic,  as  well  as  its  signifi- 
cance, may  be  illustrated  by  an  example.  In  modem  or 
scientific  management  a  factory  is  looked  upon  from  the 
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strictly  production  standpoint  as  comparable  to  an 
automatic  machine.  Just  why  this  conception  is  necesh 
sary  may  be  seen  from  considering  a  compound  M 
automatic  consisting  of  five  successive  componeats, 
A,  By  C,  D,  and  E.  As  a  piece  is  completed  in  any 
one  of  these  parts,  it  is  automaticaUy  swung  around  to 
be  further  processed  in  the  next,  and  obviously  that 
next  must  be  free  of  its  previous  piece  and  ready  to 
receive  the  new.  Properly  to  set  up  such  a  machine  d 
course  requires  detailed  knowledge  of  and  strictest 
attention  to  the  time  element  for  each  head. 

Now,  a  great  many  plants  are  being  run  today  with- 
out an  appreciation  of  the  fact  that  the  various  depart- 
ments of  the  plant  as  a  whole  are  exactly  analogous  to 
the  various  parts  of  the  automatic  machine.  The  result 
is  very  much  like  the  result  would  be  if  the  automatie 
were  set  up  either  by  one  man  who  lacked  or  disregarded 
knowledge  of  all  parts  except  that  he  was  working  on  at 
the  time,  or  by  two  men  working  independently  with- 
out the  knowledge  of  what  the  other  had  done,  was 
doing  or  expected  to  do.  In  the  case  of  the  machine  its 
various  parts  simply  must  be  correlated  and  brought 
into  proper  synchronism  by  one  man  or  by  concerted 
action  if  by  more  than  one;  the  same  thing  is  less 
obvious  but  equally  true  in  the  case  of  the  interdepaid- 
ent  departments  of  the  manufacturing  plant  if  equally 
satisfactory  results  are  to  be  expected.  The  "  set  up  " 
and  regulation  of  the  various  departments  of  most 
factories  is  an  exceedingly  complex  and  technical  under- 
taking commonly  defined  by  the  term  "  routing,"  and 
not  for  a  moment  can  any  one  foreman  be  allowed  to 
run  his  department  as  he  sees  fit  r^ardless  of  its  relation 
to  other  departments  and  to  the  business  as  a  whole. 
Hence  the  insistence  in  scientific  management  on  a 
somewhat  elaborate  Planning  Department,  or  at  least 
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on  a  central  control  of  all  activities  which  in  any  way 
have  an  interacting  effect,  and  conscious  and  constant 
effort  is  put  forth  to  secure  this  central  control.  As  per- 
haps the  finest  example  of  the  practical  application  of 
what  has  here  been  incompletely  described,  reference  is 
made  to  the  work  of  G.  D.  Babcock  in  the  plant  of  the 
H.  H.  Franklin  Manufacturing  Company.^  Suffice  it 
here  to  emphasize  the  point  that  such  control  is  the 
cardinal  aim  of  every  scientific  manager,  more  or  less 
perfectly  realized  in  the  best  shops  and  secured  through 
the  systematic  collection  of  all  relevant  information  and 
through  the  practical  application  of  this  knowledge 
through  measures  collectively  known  technically  as 
**  control."  This  control  is  established  through  the 
proper  use  of  such  measures  as  standardization,  time 
study,  logical  layout,  careful  routing  of  work  and  first- 
piece  inspection,  mnemonic  symbols,  the  Order  of  Work 
and  the  Bulletin  Board  or  its  equivalent  —  all  mechan- 
isms  which,  in  one  form  or  another,  have  become  integral 
parts  of  modem  management. 

5.  The  Regularizing  of  Production.  Perhaps  nowhere 
better  than  in  the  elimination  of  seasonal  production 
and  its  attendant  evils  is  the  fact  illustrated  that  what 
18  of  permanent  benefit  to  the  management  also  benefits 
the  workmen,  and  vice  versa.  It  would  in  fact  in  this 
ease  be  difficult  to  say  to  whom  the  larger  benefit  ac- 
emes  —  to  capital  and  the  consumer  through  full  and 
continuous  use  of  a  miniTnum  of  plant,  equipment  and 
personnel,  or  to  the  body  of  employees  through  full- 
time  employment  and  regular  wages.  Operation  under 
conditions  of  seasonal  fluctuations  is  a  direct  economic 
waste  to  the  community,  and  that  in  very  many  cases 
it  is  not  an  unpreventable  waste  has  been  amply  proved 
by  those  industries  which  have  attacked  and  eliminated 
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the  evil.  It  would  of  course  be  folly  in  this  case  as  in  so 
many  others  to  claim  any  monopoly  of  effort  along  this 
line  for  scientific  management  plants  —  the  case  simply 
illustrates  what  may  be  accomplished  along  so  many 
lines  by  what  scientific  management  does  make  it  a 
definite  policy  to  do :  a  policy  of  conscious  and  continu- 
ous taking  thotight  of  the  numerous  economic  and  sodal 
factors  which  make  for  permanent  success. 

C.  Improvement  in  or  Maintenance  of  Quality 

Ne3ct  to  increased  output  and  decreased  cost,  the 
question  of  quality  of  output  deserves  attention,  for 
obviously,  while  in  cases  improvement  in  quality  may  be 
justified  even  with  decreased  production  and  increased 
costs,  the  reverse  would  infrequently  be  the  case. 

That  the  increases  in  production  under  scientific 
management  have  not  been  secured  at  the  expense  of 
quality  would  seem  proved,  if  proof  were  needed,  by  the 
permanence  both  of  those  increases  and  of  the  firms 
which  have  secured  them,  and  will  be  questioned  by  no 
one  acquainted  with  the  facts.  As  a  TniniTnnm^  the 
maintenance,  at  least  of  the  engineer's  "  good-^nough- 
is-best ''  quality,  must  be  the  first  concern  of  those  who 
expect  fully  and  permanently  to  benefit  by  modem 
methods  of  management.  It  has  remained  largely  for 
the  time  study  man  and  the  instructor,  supported  by 
proper  quality  bonus  and  thoro  inspection,  however,  to 
prove  that  as  between  speed  and  quality  there  is  not 
only  no  intrinsic  irreconcilability,  but  indeed  that  with 
intelligent  handling  an  improvement  in  quality  usually 
accompanies  increase  in  speed.  Just  why  this  is  so  may 
be  left  largely  to  the  psychologists  —  we  are  here  dealing 
simply  with  the  abundantly  proved  fact. 
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D.  Speedy  Production  and  Accurate  Delivery 

It  must  never  be  forgotten  that  any  industry,  to  re- 
main in  operation,  must  produce  a  profit.  When  it  ceases 
to  do  so  it  loses  the  support  of  the  investor  and  must 
perish.  As  a  corollary  to  this  it  must  be  borne  in  mind 
that  investments  in  plant,  in  materials,  and  in  labor 
become  bills  receivable  only  when  the  finished  product 
IB  shipped  from  the  factory  door.  This  shipment  date 
then  becomes  one  of  the  vital  points  of  contact  between 
seller  and  buyer  —  the  earliest  point  ordinarily  at  which 
expense  becomes  convertible  into  profit. 

Hie  quoting  of  a  minimum  time  necessary  for  delivery 
after  the  receipt  of  the  order  and  the  strict  adherence  to 
the  specified  delivery  date  are  two  commonly  unappre- 
ciated factors  in  business  success.  From  the  buyer's 
standpoint  they  are  outranked  in  importance  only  by 
quality,  and  oftentimes  not  even  by  that  quite  fre- 
quently intangible  and  relative  characteristic.  As  be- 
tween two  reputable  firms  whose  selling  prices  are  not  at 
too  wide  variance,  the  duration  and  definiteness  of  the 
time  for  delivery  become  governing  considerations,  and 
not  infrequently  indeed  delivery  outweighs  both  quality 
and  price.  The  firm  which,  on  a  basis  of  knowledge  and 
through  the  systematic  measures  of  control  discussed 
above,  can  accurately  predict  and  rigidly  maintain 
delivery  dates  is  not  only  in  an  enviable  position  from 
the  buyer's  standpoint  but  may  claim  a  distinct  con- 
tribution to  itself,  to  the  buying  public,  and  to  the 
community  at  large. 

For  every  cessation  of  processing  operations  for  lack 
of  material,  every  delay  due  to  machine  breakdowns, 
every  loss  of  production  due  to  discontented  or  absent 
worianen  —  every  interference  with  high  production 
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from  whatever  cause  in  our  factory  —  is  an 
loss;  every  failure  to  meet  scheduled  and  attainable 
delivery  dates  (regardless  of  whether  thereby  the  pur- 
chaser's schedule  is  also  upset  for  in  any  ev^it  our  turn- 
over is  less  rapid  than  it  should  be  and  our  costs  must  be 
higher  than  they  should  be)  —  every  performance  bdow 
a  standard  which,  as  gauged  by  current  and  freely 
available  modem  practice,  may  be  reasonably  e3q)ected 
and  justifiably  demanded,  is  an  economic  loss  which 
must  ultimately  be  paid  for  by  the  consumer. 

The  quickening  of  production  and  the  consequent 
increase  in  rapidity  of  turnover,  the  informed  and  de- 
tailed control  of  work  in  process,  and,  resulting  from 
these,  the  quoting  of  a  quick  and  dependable  delivery 
date  —  these  factors  characteristic  of  properly  manag^ 
plants  together  constitute  a  decided  antidote  to  the 
tendency  for  ever  increasing  costs  of  living. 

E.   The  Power  and  Stimulus  of  Knowledge 

As  a  final  consideration  under  the  industrial  or  non- 
human  aspects  of  the  discussion  must  be  mentioned, 
partially  by  way  of  sunmiary,  the  nimierous  factors 
which  considered  as  a  whole  form  the  possibly  less  tan- 
gible but  nevertheless  eminently  comforting  features 
of  operation  under  scientific  management.  I  refer  to 
the  confidence,  the  sense  of  security,  the  power  and 
stimulus,  the  aplomb  which  springs  from  the  knowledge 
that  we  have  real  control  of  our  business  through  the 
ordered  regulation  of  its  activities  according  to  ade- 
quate knowledge  and  best  practice  —  one  of  those  by- 
products of  Scientific  Management  which  are  often  of 
such  transcendent  importance. 

There  is  something  immensely  stimulating  about  it 
all,  something  akin  to  the  inspiration  and  confidence  we 
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fed  when  in  the  presence  of  a  man  who  is  a  master  of  his 
subject  and  whose  opinions  and  actions  we  know  are 
based  on  thoro  knowledge  and  thoro  understanding. 
Who  has  not  experienced  the  enthusiasm  which  comes 
with  the  final  solution  of  an  intricate  problem;  who  has 
not  experienced  the  stimulus  of  directing  interdependent 
f OTces  in  perfect  confidence  toward  a  solution  which,  be 
what  it  may,  we  know  must  be  the  proper  one  because 
arrived  at  through  absolute  adherence  to  natural  law. 
In  the  one  case  it  is  the  enthusiasm  of  the  chemist  when 
he  knows  he  has  ferreted  out  a  new  element;  in  the 
other  it  is  the  confidence  and  the  power  of  the  master 
at  his  work. 

This  enthusiasm,  this  stimulus  is  nowhere  more  infec- 
tious than  in  industry.  Striking  proof  of  this  is  afiforded 
by  the  avidity  with  which  the  "  eflSciency  "  gospel  has 
been  bandied  back  and  forth  between  adherents  and 
opponents  during  the  eight  or  nine  years  it  has  been 
pubUc  property,  and  by  the  readiness  with  which  very 
many  of  the  largest  and  most  progressive  firms  in  the 
country  have  accepted  and  successfully  applied  the 
jninciples  of  modem  management.  It  is  fortunate  that 
this  is  so,  for  in  the  search  for  and  utilization  of  better 
methods  wherever  found  lies  the  hope  of  American  in- 
dustry. The  metal  working  industry  generally  has  been 
tremendously  spmred  forward  not  only  by  the  develop- 
ment of  high  speed  steel,  but  also  by  the  example  of 
those  plants  which  have  not  been  content  with  being 
forced  to  adopt  this  means  of  increased  production  but 
which  have  voluntarily  followed  this  measure  up  with 
others  of  far-reaching  importance,  and  who  have  thereby 
postponed  in  their  cases  the  time  of  diminishing  returns. 
Tho  lacking  the  same  stimulus,  there  are  increasing 
signs  that  the  textile  and  other  industries  are  shortly  due 
for  a  less  revolutionary  yet  none  the  less  peremptory 
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awakening.  They  also  must  catch  up  with  the,  as  yet, 
comparatively  few  examples  of  advanced  management 
among  them. 

The  fear  of  the  power  of  knowledge  even  more  than 
that  of  the  power  of  capital  may  well  cause  competitcn 
to  demand  forthwith  a  balance  sheet  of  knowledge. 
Tho  capital  is  needed  to  put  knowledge  to  work  and  to 
keep  it  there,  capital  without  knowledge  is  likdy  quick^jr 
to  disappear  in  competition  with  those  who  posseBs  both. 
Knowledge  without  capital  is  a  stronger  asset  than  is 
capital  without  knowledge,  for  knowledge  may  be  cap- 
italized while  capital  cannot  be  educated.   We  may  well 
pause  to  consider  our  probable  future  status  when  our 
competitor  and  not  ourselves  is  one  who  knows  how  kmg 
work  should  take;  who  knows  the  capacity  of  each  nuh 
chine,  of  each  department,  and  of  his  plant  as  a  iidiole, 
and  who  takes  measures  to  see  that  these  various  f actoro 
are  properly  balanced;  who  has  worked  out,  standard- 
ized and  reduced  to  permanent  form  the  best  methods 
of  performing  work;  who  really  knows  costs  (as  far  as 
from  their  very  nat\u*e  they  may  be  known)  and  knows 
at  how  low  a  figure  he  can  sell  in  dull  times  and  still 
make  a  profit  or  sec\u*e  more  work  to  keep  his  organisa- 
tion and  plant  intact  even  at  no  profit,  and  who  knows 
when  he  does  quote  a  specified  selling  price  whether  he 
is  losing  money  on  the  sale  or  not.    We  may  well  con- 
sider our  relative  positions  when  he  is  the  one  who  knows 
that  there  is  no  inherent  inconsistency  between  wages 
plus  and  cost  minus,  because  he  knows,  appreciates  and 
acts  on  the  fact  that  "  maximum  prosperity  for  the  em- 
ployer,  coupled   with  maximum   prosperity  for  the 
employee  ought  to  be  the  two  leading  objects  iA  man- 
agement."  Such  a  competitor,  we  know,  really  oontrob 
his  business  and  has  a  check  on  its  efficiency  —  we  aie 
but  alchemists,  he  is  the  chemist  of  industry. 
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III.  The  Hitman  Factob 

Just  as  increased  production  may  be  frowned  upon  if 
unaccompanied  by  decreased  cost  of  the  product  and 
either  of  these  may  be  censured  if  thereby  qualily  is 
aUowed  to  suffer,  so  none  of  these  accomplishments  can 
be  commended  or  tolerated  if  at  the  same  time  labor  — 
the  human  element  —  be  not  kept  in  satisfactory  ad- 
justment and  correspondingly  benefited. 

Important  tho  it  be  for  the  country  at  large  that  we 
have  high  production  and  low  costs,  that  we  establish  a 
strong  industrial  basis,  it  is  of  greater  importance  that 
while  we  are  making  things  we  do  not  forget  that  our 
first  and  infinitely  more  important  duty  is  the  making 
of  men  —  of  good  citizens. 

Scientific  management  has  from  the  first  been  a  storm 
center  around  which  questions  of  labor  have  raged.  Be- 
cause of  its  effects  in  so  many  particulars  on  human 
rdations  it  must  continue  to  be  so. 

Time  and  space  might  profitably  be  given  to  showing 
bow^  in  the  evolution  of  scientific  management,  more 
and  more  emphasis  has  been  placed  on  the  necessity  of 
maint>aining  just  human  relations  and  of  promoting  the 
best  interests  of  all  concerned ;  how  the  very  structure 
d  the  mechanism  itself  is  designed  to  safeguard,  to  in- 
crease and  to  satisfy  those  interests;  how  its  very  nature 
m  such  that,  so  far  from  militating  against  those  inter- 
ests, it  is  vitally  dependent  for  its  very  continuance  on  a 
pioper  maintenance  of  them.  Certainly  such  considera- 
tions must  prove  of  vital  interest  and  concern  to  anyone 
iho  deplores  and  looks  beyond  the  present  troubled 
days.  Profitable  and  interesting  as  such  a  story  might 
be,  however,  I  believe  it  to  be  still  more  profitable  and 
pertinent  to  summarize,  even  somewhat  cat^orically, 
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some  of  the  specific  accomplishments  known  personally 
or  through  reliable  authority  which  show  in  concrete 
cases  the  embodiment  in  actual  practice  of  the  theory 
and  principles  of  scientific  management.  A  theory  may 
be  ever  so  beautiful  in  the  abstract;  to  judge  of  its 
soundness  we  must  examine  its  results  in  practice. 

Before  timiing  to  the  discussion  of  concrete  cases, 
it  should  be  remembered  that  in  considering  the  rela- 
tions between  industry  as  such  and  the  individual,  one 
is  dealing  with  questions  of  tremendouis  significance 
and  complexity.  Many  of  the  unsatisfactory  conditions 
under  which  we  work  today  are  heritages  of  an  age  long 
past,  just  as  many  of  the  more  satisfactory  conditions 
today  are  in  turn  the  successors  to  those  once  lesB 
satisfactory.  The  massing  of  workers,  the  economic 
dependence  of  the  employee  on  the  employer,  the  spe- 
cialization of  processes  and  the  minute  subdivision  of 
labor,  the  aggregation  and  power  of  capital  —  the  prob- 
lems and  ills  of  the  individual  arising  through  such 
factors  have  not,  as  is  sometimes  intimated,  been 
brought  on  by  scientific  management ;  they  are  inherited 
problems  and  abuses  with  which,  in  common  with  other 
agencies,  scientific  management  must  deal.  There  is 
and  can  be  no  panacea  for  industrial  ills  —  industry  is 
not  such  a  static  thing  as  to  make  possible  any  such 
consummation.  No  movement  can  be  justly  judged 
from  this  standpoint  —  it  must  be  judged  according  to 
the  vigor  and  success  with  which  it  attacks  and  solves 
or  ameliorates  such  imsatisfactory  conditions  as  it  may 
encounter  imder  given  circumstances.  In  the  case  of 
scientific  management  then,  our  inquiry  must  be,  not 
whether  it  has  completely  solved  partially  imsolvable 
problems,  but  whether  it  is  entitled  as  its  exponents 
claim  to  be  ranked  as  a  movement  which,  as  a  cardinal 
principle  makes  a  vigorous  attack  upon  these  problems 
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a  definite  part  of  its  policy,  and  which  is  in  fact,  perhaps 
more  than  any  other  one  agency  contributing  in  a  sub- 
stantial degree  to  their  satisfactory  adjustment.  It  is 
fat>m  this  standpoint  that  the  following  discussion  is 
offered. 

A.  Industrial  Peace 

It  would  be  impossible  to  say  to  what  one  feature  the 
freedom  from  ''  labor  trouble ''  characteristic  of  plants 
operating  under  scientific  management  has  been  most 
due.  Certainly  no  one  feature  in  itself  has  brought  this 
about,  and  probably  not  any  one  feature  has  been  most 
potent,  for  high  wages  is  by  no  means  everything  for 
which  the  workman  looks  to  the  management.  The 
absence  of  labor  unrest  is  due  undoubtedly  to  a  com- 
bination of  causes  —  to  increased  personal  individual 
production  and  improvement  in  quality  with  the  result- 
ing personal  satisfaction;  to  high  wages  unaccom- 
panied by  overexertion;  to  individual  and  impartial 
opportunity,  assistance,  recognition  and  reward;  to  an 
adequate  machinery  for  the  speedy  adjustment  of 
grievances;  to  conditions  of  work,  of  pay  and  of  oppor- 
tunity measurably  better  than  the  labor  imion  in  neigh- 
boring plants  of  the  same  type  has  been  able  to  obtain 
and  at  the  same  time  to  an  absence  of  ultra  '' welfare 
work  "  and  similar  measures  which  smack  too  much  of 
paternalism  and  which  tend,  the  workers  feel,  unduly  to 
lighten  the  weight  of  their  pay  envelop>e.  It  is  due  to  a 
spirit  of  cooperation  —  the  "  mental  revolution  "  which 
18  such  a  vital  part  of  scientific  management  —  to  fair 
dealing,  to  a  proper  work  environment,  to  a  spirit  of 
democracy,  and  to  a  feeling  on  the  part  of  the  employee 
that  his  best  interest  is  being  and  will  be  looked  after. 
It  is  due  in  fact,  to  the  various  factors  discussed  above 
and  yet  to  be  discussed  considered  collectively  —  it  is 
inclusive  of  them  all. 
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Summarize  the  causes  as  we  may,  however,  the  fact 
remains  that  in  scientifically  managed  plants  there 
has  been  remarkable  freedom  from  the  turbulent  and 
distressing  manifestations  of  industrial  maladjustment 
characteristic  of  the  last  four  years.  It  would  be  too 
much  to  expect  that  they  could  entirely  escape  the 
epidemic  of  industrial  unrest,  but  it  is  extremely  signifi- 
cant that,  so  far  as  is  known  through  broad  inquiiyi 
such  disturbances  as  have  occurred  have  been  of  an 
altogether  minor  character,  quickly  and  satisfactorily 
adjusted. 

This  fact  is  of  preeminent  importance  at  the  present 
time.  It  is  unquestionably  the  greatest  contribution  d 
scientific  management  —  all  the  more  so  because  se- 
cured, not  as  industrial "  peace  "  was  secured  during  the 
latter  period  of  the  war  by  governmental  suppression 
of  the  disturbance  of  industrial  conditions  by  either 
labor  or  capital,  but  by  codperatUmj  justice,  and  fair 
dealing. 

B.  High  Wages 

It  has  sometimes  been  claimed  that,  in  the  cases  <rf 
certain  profit  sharing  and  other  measures,  daUy  wages 
have  been  depressed  below  the  market  rate  in  the  exact 
ratio  in  which  profits  were  to  be  shared.  Whether  the 
claim  is  well  f oimded  does  not  concern  us  here.  So  far 
as  the  writer  knows,  this  accusation  has  never  been  laid 
at  the  doors  of  Scientific  Management.  That  it  is  not 
likely  with  justice  ever  to  be  is  due  to  the  dependent 
relation  between  daily  wages  and  output.  Starting  with 
a  current  base  rate  of  pay  and  the  normal  amoimt  and 
quality  of  work  customarily  dehvered  by  the  operatives 
for  that  pay,  scientific  management  first  takes  measures 
by  which  that  production  or  that  quality,  or  both,  may 
be  increased.    Having  thus  provided  the  possibility  of 
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hi^er  and  better  production,  it  then  offers,  as  a  matter 
of  justice  as  well  as  of  necessity,  a  correspondingly  in- 
creased incentive  for  its  accomplishment,  payable^at 
once  regardless  of  whether  or  not  during  any  given 
period  a  profit  is  made  on  the  business  as  a  whole.  Each 
IB  necessary  to  maintain  the  other,  and  the  increased 
wag^  is  solely  dependent  on  and  must  foUow  imme- 
diately, not  precede,  increased  output. 

Increases  in  the  earnings  of  operatives  working  under 
scientific  management  are  too  common  and  weU  known 
to  need  repetition  here.  Bonus  percentages,  above  the 
prevailing  market  rate  of  wages,  vary  from  20  per  cent 
to  40  per  cent  or  higher  depending  on  the  character  of 
work,  and  on  the  average  are  earned  on  from  perhaps 
70  per  cent  to  90  per  cent  of  the  jobs  worked  upon.* 

That  the  more  progressive  managers  are  beginning  to 
qaestion  the  prevalent  empirical  bases  of  wage  deter- 
p  mination  and  to  seek  for  a  more  satisfactory  basis  is 
^  evidenced  by  an  attempt  on  the  part  of  several  of  them 
to  reduce  to  formulae  the  effects  of  various  factors  pre- 
viously whoUy  neglected  or  only  empirically  estimated. 
Tliiis  Babcock  *  takes  into  account  the  following  factors : 

1.  Rate  of  production. 

2.  Ck>st  of  living. 

3.  Nimiber  of  processes  workman  can  do. 

4.  Years  of  connected  service. 

5.  Fixed  charges  rate  per  hour  which  man  has 
chance  to  modify. 

6.  Percentage  of  premiimi  earned. 

7.  Late  or  absence  record. 

8.  Spoiled  work. 

•  For  tgrpioJ  reoordi  aee  HeAringa  before  Special  Committee  of  the  Houee  to  in- 
the  Tvflat  and  other  Systems  of  Shop  Manaeemcntt  voL  iii,  p.  1502;  Cob- 
Eeeord,  Febroary  1,  1917,  pp.  2656>57;  Thompson,  8.  E.,  "  Development 
Methods  of  Manacement."  Trans.  A.  8.  M.  E.,  v<^.  xndz,  p.  123. 

O.  D.,  The  Taylor  System  in  Franklin  Management. 
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9.  Percentage  of  time  under  task. 

10.  Ck)dperation  and  conduct. 
Such  an  attempt  shows  careful  consideration  of  one  (I 
the  three  most  important  things  for  which  the  woikmaa 
looks  to  the  management:  wages,  conditions,  oppct- 
tunity. 

Since  the  present  paper  is  designedly  little  more  thn 
a  synopsis  of  conditions  as  they  are,  it  would  be  inap- 
propriate to  prolong  it  into  a  discussion  of  the  variooi 
interesting  social  and  economic  aspects  of  sdentifie 
management  as  related  to  the  wage  question  as  a  whole. 
It  must  suffice  here  to  emphasize  the  undoubted  faet 
that  scientific  management  is  leading  the  way  boUi  in 
the  actual  payment  of  wages  higher  than  the  general 
market  level  and  in  attacking  some  of  the  d&epa 
fimdamental  phases  of  the  problem. 


C.  Proper  Working  Hours 

Mr.  Taylor  was  one  of  the  first  to  recognise  and  to 
prove  the  fact  that  overlong  working  hours  are  not  con- 
ducive to  high  output,  and  that  in  very  many  casea 
hours  of  work  may  be  sharply  decreased  up  to  a  certain 
point  and  output  increased  simultaneously,^  this  point 
having  to  be  scientifically  determined  for  each  class  of 
work.  The  policy  of  reducing  excessive  working  houis 
offhand,  and  of  continuing  thereafter  to  reduce  them  to 
a  point  not  inconsistent  with  maximum  gross  outpat^ 
has  been  consistently  followed  by  his  associates,*  and 
scientifically  managed  factories  as  a  body  today  aie 
operating  under  at  least  as  short  hoUrs  as  any  other 


>  For  instance,  see  account  of  hia  early  work  at  the  SyuumdM 
pany,  Shop  Management,  paragrapha  196-210.    The  Hune  thine  has 
numerous  other  cases. 

*  See  Thompson,  S.  E.,  "Development  of  Soientifio  Methods  of 
Trana.  A.  8.  M.  E.,  vol.  zxsdz,  p.  123. 
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group  of  plants,  while  excessive  hours  on  the  part  of 
any  of  them  are  unknown. 

When  one  stops  to  consider  it,  it  does  seem  rather  re- 

amrkable,  not  to  say  significant,  that  scientific  manage- 

Lt  presents  such  a  imif orm  history  of  simultaneous 

in  output,  increase  in  quality,  increase  in  wages, 

in  working  hours  and  decrease  in  costs  in  those 

plantB  where  it  has  been  developed.    Such  is  its  record, 

aevertheless,  in  dozens  of  applications.    It  has  ceased 

to  be  a  novelty  and  is  now  tiie  expected  thing. 

D.  Conditions  of  Work  m  Belated  to  the  Health  and 

WeUrBeing  of  the  Worker 

Looked  at  from  a  perfectly  cold-blooded  standpoint 
the  return  on  the  investment  in  the  upkeep  of  the  effi- 
ciency of  the  human  machine  exceeds  that  on  the  in- 
vestment in  the  upkeep  of  the  mechanical  product.  A 
moment's  reflection  will  show  why  this  must  be  so,  for 
under  proper  conditions  the  human  mind  and  heart 
delivers  a  plue  which  the  inanimate  machine  is  incap- 
able of.  From  the  entirely  personal,  selfish  financial 
aspect,  then,  there  can  be  no  question  that  the  very 
best  condition  for  the  employee  is  the  very  best  condi- 
i  tion  for  the  owner  of  the  business.  And  by  the  word 
1^  ''  best "  is  here  meant  what  is  really  best  for  the  work- 
\-  man  in  the  long  run :  wages  neither  too  low  nor  too  high, 
[  hcfoxs  neither  too  long  nor  too  short,  general  treatment 
y  aeither  too  degrading  through  neglect  or  abuse  nor  too 
;  emasculating  through  ingratiation  or  paternalism. 

From  the  purely  economic  standpoint,  furthermore, 
^  this  condition  is  equally  true.    It  is  economically  wrong 
"  to  allow  the  human  machine  to  work  under  unsocial 
eonditions  of  long  hours,  low  wages,  poor  working  con- 
ditions, unfair  competition  and  lack  of  free  scope  for  the 
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proper  exercise  of  one's  individual  abilitieB,  because 
under  such  unsocial  conditions  best  results  aie  not 
obtainable  from  human  beings.  A  prematurely  incapac- 
itated workman,  much  more  than  an  ineffici^itiy  em- 
ployed one,  is  a  direct  financial  loss  to  the  industry  and 
a  direct  economic  loss  to  the  community. 

But  it  is  particularly  the  social  and  ethical  Hspects  of 
the  question  which  I  wish  to  emphasixe.  That  the 
ownars  and  managers  of  plants  under  sci^itific  manage- 
ment recognize  and  capitalize  that  soiurce  of  additionai 
I)ersonal  profit  is  true;  that  they  consciously  consider 
their  economic  obligations  may  or  may  not  be  trae; 
but  that  they  primarily  and  continuously  have  the  best 
interests  of  their  people  at  heart,  not  from  any  ulterior 
motives  but  because  they  are  that  sort  of  person,  I 
believe  can  be  doubted  by  no  one  who  will  take  the 
trouble  to  visit  them  and  their  employees.  Thej 
would  otherwise  never  have  achieved  sci^itific  manage- 
ment —  for  scientific  management  is  distinctly  a  thing 
to  be  achieved;  it  cannot  be  purchased  and  it  cannot 
be  had  or  maintained  without  this  attitude. 

One  would  naturally  expect,  therefore,  to  find  in  such 
plants  satisfactory  conditions  as  regards  accidents, 
health  and  sanitation,  the  speedy  and  impartial  adjust- 
ment of  grievances,  and  comfortable  working  conditions 
generally.  The  providing  of  such  necessities  tcSkms 
almost  as  a  matter  of  course.  In  addition  are  found  abo 
in  varying  degrees  of  completeness  rest  and  recreatkm 
rooms,  playgroimds,  libraries,  lunch  rooms  where  neces- 
sary operated  at  cost,  first  aid  hospitals,  etc.,  on  an 
unpretentious  scale  according  to  strict  utility.  Saeh 
measures,  if  initiated  upon  actual  need  and  if  propedtf 
regulated,  are  appreciated  by  the  employees  and  esqmsB 
the  good  will  of  the  firm  toward  them.  Then,  as  a  stq) 
further,  there  are  the  mutual  ben^t  societies  and 
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insurance  and  retirement  funds  which  were  initiated  by 
Mr.  Taylor  very  early  in  his  work  and  which  are  very 
characteristic  of  plants  following  his  lead  as  well  as  of 
many  others  at  the  present  time. 

There  is  another  phase  of  this  question,  however, 
which  is  of  much  greater  importance  than  most  of  the 
measures  eniunerated  in  that  it  affects  the  workman 
during  his  entire  working  hours  while  he  is  at  the  ma- 
chine and  for  his  entire  life  as  a  productive  member  of 
society.  While  it  is  important  to  provide  means  for 
caring  for  him  during  temporary  sickness  or  disability 
and  after  he  has  ceased  to  be  productive,  it  is  at  least 
equally  important  that  his  period  of  usefulness  be  safe- 
guarded and  prolonged  through  attention  to  his  daily 
work.  This  is  accomplished  through  the  determination 
of  '^  the  best  day's  work  that  a  man  could  do,  year  in 
and  year  out  and  still  thrive  imder."  The  object  of 
time  study  is  just  this  —  the  determination  of  a  proper 
day's  work  which,  through  allowance  for  rest  and  neces- 
sary delays,  the  workman  may  do  year  in  and  year  out 
and  thrive  under.  The  setting  of  a  task  either  too  high 
or  too  low  is  equally  shortsighted,  since  the  object  for 
which  the  study  is  made  is  thereby  defeated.  As  a  vital 
part  of  the  determination  of  such  a  task  is  the  investiga- 
tion of  the  tiring  effect  on  a  workman  for  each  class  of 
work,  investigations  commonly  described  today  by  the 
term ''  fatigue  study." 

It  is  significant  that  the  first  ''  fatigue  study  "  ever 
conducted  in  a  really  thoro  and  scientific  manner,  so  far 
as  the  writer's  records  show,  was  performed  over  thirty 
years  ago  by  Mr.  Taylor  as  a  part  of  his  determination 
of  a  proper  day's  work.^  Indeed,  so  far  ahead  of  the 
time  was  he  that,  except  as  embodied  in  the  routine  of 
current  time  study  according  to  the  methods  he  and  his 

>  Ta^rlor,  Tbe  Prindplet  of  Soientifio  BlAnacement,  pp.  68-M. 
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associates  developed  and  insisted  upon  ^  these  early 
researches  seem  until  very  recently  to  have  been  gen- 
erally overlooked  until  the  admirable  work  of  the  British 
Health  of  Mimition  Workers  Committee  served  again 
to  emphasize  their  importance. 

Andy  in  closing  the  discussion  of  this  topic,  it  may  be 
stated  that,  in  spite  of  the  oft-expressed  fears  on  the 
part  of  various  estimable  gentlemen  that  the  so-called 
**  speeding  up  "  would  result  to  the  immediate  or  ulti- 
mate detriment  of  the  worker,  no  authentic  case  of  any- 
thing but  beneficial  results  has  been  brought  to  li^t. 

E.  Selection,  Fitting,  and  Training 

It  would  be  difficult  to  overestimate  the  advantage 
both  to  the  individual  and  to  the  nation  of  a  condition 
where  each  person  could  be  engaged,  under  conditions 
satisfactory  to  him,  upon  work  for  which  he  is  natural^ 
best  fitted.  The  misfits  in  industry  are  the  causes  of  a 
direct  loss  of  thousands  of  dollars  annually,  and  of  a  loss 
of  initiative  impossible  to  appraise  and  of  far  greater 
importance.  In  the  first  place  it  is  an  economic  waste  to 
hire  a  workman  who  is  not  fitted  for  the  work  in  hand. 
This  waste  is  not  always  avoidable  or  even  to  be  avoided 
under  all  circumstances,  however.  In  the  second  place, 
after  a  man  is  hired  he  must  be  quickly  trained  to  his  full 
productiveness  or  transferred  without  delay  to  work  on 
which  this  will  be  possible.  He  must  in  the  third  place, 
both  for  his  own  sake  and  for  that  of  the  management^ 
be  taught  to  do  several  different  operations  if  possible 
(see  Babcock's  formula,  item  3,  page  491,  above),  and 
finally  in  the  fourth  place  he  must  be  given  an  oppor- 
tunity to  measure  up  to  his  full  abiUties  as  he  proves,  by 

1  See  Merrick,  D.  V..  "  Time  Studies  for  Delay  Allowanoes,'*  Amerioan  ^Tirliinrrti 
June  21,  1917,  p.  1061  (and  preceding  articles)  where  carefully  worked  out  eharte  i 
proper  allowances  for  rest  and  delays  under  various  conditions. 
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and  impartial  records,  that  he  can  assume  in- 
Lg  responsibilities.  It  is  a  direct  loss  to  employ  a 
[1  work  for  which  he  not  fitted,  or  to  fail  to  take 
lage  to  his  full  ability.  The  human  scrap  heap  of 
raged,  discontented  and  worn  out  men  is  but  a 
etum  for  our  modem  industrial  sjrstem. 
e  beUeve  that ''  for  each  man  some  line  (of  work) 
found  in  which  he  is  first  class,"  it  imposes  upon 
duty  of  acting  in  conformity  with  our  belief.  In 
m  it  is  sound  business.  Committed  from  early 
0  a  policy  of  ''  scientifically  selecting,  training, 
ig,  and  developing  the  workman,"  in  plants  ad- 
to  this  principle  it  is  the  customary  thing,  there- 

0  find  operatives  who  are  now  doing  excellent 
n  their  third,  fourth,  or  even  fifth  trial  after  hav- 
fviously  been  imsuccessful  at  work  for  which  even 
originally  thought  they  were  best  fitted.  We 
Uy  expect  to  find,  and  do  actually  find,  nimierous 
i  promotion  from  the  ranks.    Starting  with  the 

1  functional  foreman  inappropriately  called  the 
narian,  now  developed  into  the  modem  func- 
Bed  Employee's  Department  (known  variously 

the  Personnel  Department,  the  Labor  Depart- 
the  Employment  Department,  etc.),  there  is  set 
only  a  means  for  bringing  to  pass  such  conditions 
le  described  above,  but  also  a  means  to  establish 
untain  a  more  intimate  personal  touch  between 
ement  and  men,  and  to  modify  or  counteract  the 
des  on  the  part  of  the  foremen  and  the  produc- 
Bcials  generally  to  press  for  high  production  re- 
8  of  the  best  interests  always  of  the  individual, 
I  the  part  of  the  employees  to  go  to  the  other 
e.  This  department  is  so  constituted  that  it  sits 
ment  over  the  employee  on  the  one  hand  and  the 
sment  on  the  other  —  acting  as  bujffer,  as  it  were, 
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between  the  two.  The  very  recent  widespread  adop- 
tion of  this  safety  valve  is  a  decided  step  in  the  ri^ 
direction  and  has  far-reaching  possibilities  in  capable 
hands. 


F.  Free  Scope  far  Individual  Iniiiatwe  and 
Opportunity  for  AdvancemerU 

''  Democracy  in  industry  "  has  been  defined  as  exist- 
ing where  conditions  are  such  as  described  in  the  above 
title.  Whether  we  agree  that  this  is  a  sufficiently  oooh 
prehensive  viewpoint  or  not,  certainly  this  d^ree  of 
''  industrial  democracy ''  should  constitute  the  mini- 
mimi  for  which  we  should  strive,  and  is  necessaiy  for 
true  progress.  And  yet  even  this  amount  is  extran^ 
difficult  to  obtain  in  modem  industry,  even  with  tbe 
best  intentions  in  the  world.  Opportunity  may  be 
abimdant,  yet  there  are  so  many  immeasurable  eteme&tB 
to  be  considered  in  determining  advancement — 80 
many  questions  of  judgment  and  of  personality  and  of 
circiunstance.  The  best  one  may  do  is  to  do  the  best  he 
can,  in  fair-mindedness  and  in  impartiality. 

Monotony,  where  monotony  exists  (for  there  is  ample 
evidence  that  many  for  whom  in  their  "  deadly  monot- 
onous "  tasks  we  are  prone  to  feel  compassion,  do  not  at 
all  envy  us  with  our  larger  responsibilities),  is  due  not  so 
much  to  the  unvarying  repetition  of  recurrent  opcrar 
tions  as  to  the  accompanying  feeling  that  the  work  hobb 
no  future  possibilities.  Introduce  the  possibility  and  the 
probability  of  a  more  attractive  future,  and  the  hum- 
drum task  becomes  but  a  stepping  stone,  seen  in  its 
proper  relation  to  the  whole  scheme  of  things  and 
eminently  serviceable  and  satisfactory  as  a  present 
means.  The  belief  that  each  of  us  has  a  marshal's  baton 
in  his  knapsack  is  no  less  stimulating  today  than  it  wis 
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in  Napoleon's  time,  and  the  conviction  that  we  have 
reached  a  position  of  status  is  no  less  deadening. 

Difficult  as  it  is,  therefore,  it  is  nevertheless  vital^ 
important  that  the  channels  of  advancement  be  kept 
open  and  that  every  incentive  and  opportimity  be  given 
a  man  for  bettering  his  position.  As  possibly  the  most 
effective  avenue  throu^  which  this  is  accomplished  in 
scientific  management  is  functional  foremanship.  The 
reqiiisites  of  the  customary  ''  line  "  foreman  are  so  nu- 
merous and  of  such  a  nature  as  to  preclude  from  that 
position  all  but  the  rather  exceptionally  gifted  work- 
man. Functional  foremanship,  by  dividing  among  sev- 
earal  foremen  the  duties  ordinarily  expected  of  the  one, 
introduces  greater  opportimity  for  the  man  of  limited 
or  specialized  talent  and  at  the  same  time  does  not 
lessen  the  demand  for  those  of  greater  or  more  balanced 
ciq>abilities. 

For  the  most  part,  since  this  topic  is  so  closely  allied 
to  the  preceding  one  where  the  provision  for  definitely 
teaching  and  guiding  the  employees  was  discussed,  little 
additional  emphasis  is  needed  here.  Before  passing  on, 
however,  a  prevalent  fallacy  in  regard  to  the  limitations 
placed  on  personality  in  these  plants  should  be  noted. 
The  idea  is  frequently  expressed  that  in  working  imder 
highly  standardized  conditions  and  with  detailed  in- 
struction and  supervision  from  above  in  r^ard  to  meth- 
ods, there  can  be  little  chance  for  the  exercise  for  one's 
individuality. 

I  believe  it  has  been  conclusively  demonstrated  in 
practice  that  scientific  management  is  decidedly  a 
dynandc  movement,  governed  not  by  inflexible  methods 
and  case-hardened  mechanisms,  but  solely  by  principles. 
There  have  certainly  been  new  developments  from  time 
to  time  sufficient  to  prove  that  there  is  a  ready  accept- 
ance and  adoption  of  better  ways  immediately  they  are 


500  QUARTERLY  JOURNAL  OF  ECONOMICS 

proved.  But,  and  here  is  the  pomt,  they  must  be 
proved;  for  it  is  no  less  a  waste  to  be  constantly  upeetr 
ting  carefully  worked  out  methods  upon  the  insistence 
of  those  who,  because  they  have  not  first  mastered  pres- 
ent ways,  have  little  right  to  an  opinion  at  all  as  to  thdr 
relative  efficiency,  than  it  is  to  refuse  to  adopt  new  and 
better  ways  when  they  are  found.  We  do  not  and  it  is 
right  that  we  should  not  let  a  novice  tamper  with  a  new 
and  delicate  mechanism  until  he  has  proved  that  he  has 
mastered  it. 

The  complaint  to  this  extent,  therefore,  is  weD 
founded.  It  is  not  individuality  and  initiative  run  wild, 
however,  which  is  really  constructive;  it  is  intellig^tlly 
applied  individuality,  and  prerequisite  to  this  is  an  un- 
derstanding of  things  as  they  are  and  why  they  are  sa 
Founded  on  laws  based  so  far  as  possible  on  fact  fran 
whatever  competent  source  obtained,  and  administeied 
through  a  democratic  form  of  organization  which  draws 
its  various  functionaries  from  the  ranks  of  the  workman, 
scientific  management  embodies  ''  management  8hB^ 
ing  "  on  a  basis  and  to  a  degree  infrequently  encountered 
in  industry  today. 

G.  Reduction  of  Labor  Turnover 

It  is  unnecessary  to  review  either  the  extent  or  the 
evil  effects  of  undue  labor  tiunover.  Much  has  been 
written  on  the  subject,  recent  experience  has  made  us 
familiar  with  its  prevalence,  and  but  brief  discussion  is 
necessary  here. 

Much  of  the  restlessness  in  industry  is  curable.  It  is 
due  to  the  existence  of  imsatisfactory  conditions  in  just 
those  features  of  management  discussed  in  the  preced- 
ing topics  —  to  low  wages,  to  long  hours,  to  poor  work- 
ing conditions,  to  lack  of  proper  selection,  fitting,  and 


SCIENTIFIC  MANAOBMBNT  501 

traiiuiig,  and  to  a  conviction  on  the  part  of  the  employee 
that  for  hun  his  present  job  in  his  present  place  oSers  no 
future.  Naturally,  therefore,  with  the  removal  of  the 
causes  in  any  particular  place  the  evil  itself  largely  dis- 
appears. This  has  been  the  experience  in  niunberless 
[dants  which  have  adopted  advanced  measures  more  or 
less  completely,  and  the  testimony  to  this  effect  is  in 
nowise  limited  to  the  particular  group  of  industries  we 
are  here  considering.  The  simple  fact  that  their  adop- 
tion with  the  accompanying  low  labor  turnover  are 
characteristic  of  scientific  management  plants  to  a  high 
degree,  as  is  proved  by  their  records,  is  what  primarily 
concerns  us  at  present.  Altho  the  amount  of  turnover 
has  increased  probably  without  exception  during  the  last 
three  years,  it  has  noticeably  been  kept  within  bounds, 
comparatively,  in  plants  of  this  type.  Upon  the  intro- 
duction of  labor-saving  devices  and  methods  where  in- 
crease in  sales  has  been  insufficient  to  enable  the 
retention  of  the  whole  previous  force,  the  policy  has 
been  adopted  of  securing  an  eventual  net  reduction  in 
personnel,  through  filling  the  places  of  those  who  volun- 
tarily leave,  from  the  ranks  of  the  resultant  force 
trained,  as  before  mentioned,  to  perform  several  dif- 
ferent operations. 

H.  A  SpirU  of  Codperatum  and  Ccmfidence,  and  a 

Feeling  of  Security 

As  a  result  of  all  of  the  positive  products  of  advanced 
management  enimierated  above  come  the  last  and  most 
important  of  them  all.  Indeed  so  important  is  the  spirit 
of  codperation  and  confidence  and  the  feeling  of  security 
on  the  part  of  the  whole  personnel  that  nothing  should 
be  allowed  to  undermine  them ;  for  without  them,  altho 
a  certain  efficiency  may  be  obtained,  true  scientific  man- 
agement  is  impossible. 
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Ck)dperation  may  be  obtained  only  by  securing  die 
confidence  of  those  with  whom  we  deal,  and  this  confi- 
dence in  turn  results  only  when  each  man  feels  securein 
the  belief  that  he  is  in  the  best  possible  place  for  himaod 
that  he  need  have  no  fear  for  the  futmre  as  long  as  he 
fully  plays  his  own  part. 

Needless  to  say  a  feeling  of  security  is  not  engendefed 
by  rate  cutting,  by  low  wages,  by  long  hours  and  poor 
working  conditions ;  it  does  not  spring  from  patemalisQi 
nor  from  leaving  in  the  hands  of  the  foreman — the 
most  directly  interested  party  —  the  arbitrary  power  of 
promotion,  reprimand,  demotion  or  discharge  with  the 
often  resulting  nepotism  and  favoritism,  not  to  saj 
despotism.  A  sense  of  security  is  not  furthered  througii 
a  feeling  on  the  part  of  the  operative  that  not  only  is  his 
training,  development  and  guidance  n^ected  by  the 
management,  but  that  even  tho  he  may  try  hard  hinh 
self,  there  is  yet  little  chance  for  him  to  secure  just 
recognition.  An  overemphasis  of  the  profit  motive 
does  not  lead  him  to  feel  that  he  will  not  some  day  be 
forced  to  choose  between  the  employer  and  his  own  sdf-  ] 
respect  or  his  own  best  interests.  Security  does  not 
accompany  such  conditions. 

Confidence  and  an  open  mind  is  not  established 
through  haphazard  methods  of  manufacture  (for  which 
the  capable  workman  at  heart  has  a  profound  if  respect- 
ful disgust) ;  low  wages  and  high  costs,  which  he  knows 
are  unnecessary,  do  not  impel  respect  for  the  manage- 
ment, when  he  knows  they  are  caused  by  the  nonuse  or 
the  misuse  of  equipment,  of  labor  and  of  materials 
which  he  sees  about  him  and  which  he  knows  it  is  the 
management's  responsibility  to  remedy.  Industrial 
strife  does  not  inspire  in  the  workman  confidence  in  s 
management  which,  as  he  knows,  usually  brings  it  on 
through  shortsighted  or  selfish  dealings.     No  great 
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;t  for  the  ability  for  his  leaders  is  awakened  when 
Jizes  that  they  know  less  about  what  constitutes  a 
r  day's  work  and  how  to  bring  it  to  pass  than  he 
—  when,  in  other  words,  the  leader  knows  less  in 
aspect  than  the  led.  Only  when  the  management 
assumes  its  full  share  of  the  work  and  the  respon- 
y  may  his  confidence  be  secured. 
1  only  through  making  this  security  and  this  con- 
«  an  actual  fact  has  scientific  management  been 

0  produce  what  it  so  highly  prizes  and  what  it  has 
oarkably  obtained  —  true  cooperation. 

may  thus  distinguish  several  marked  character- 
and  accomplishments  of  Scientific  Management, 
rst  is  its  stability — the  fact  that  it  has  progressed 
gh  the  stages  of  novelty  and  exploitation  to  that  of 
inence.  The  second  is  its  marked  contributions  to 
r  economic  factors  such  as  increased  production 
lecreased  cost,  improvement  in  quality,  a  more 
capital  turnover,  and  the  stimulus  to  industry  in 
sJ  resulting  from  the  sound  foundation  of  knowl- 
m  which  it  is  based.  The  third  is  its  equally  strik- 
it  far  more  important  contributions  to  the  field  of 
n  industrial  relations  in  the  success  with  which  it 
laintained  industrial  peace,  increased  wages,  im- 
d  working  conditions,  established  proper  employ- 
and  training  facilities,  stimulated  and  provided 
larger  individual  opportimity,  reduced  labor  txun- 
nd  secured  true  cooperation  between  management 
len. 
h  are  some  of  the  notable  constructive  accomplish- 

1  of  the  science  of  management  in  the  field  of  in- 
r  during  the  thirty  years  or  less  of  its  development. 

Henry  H.  Fabqxthab. 

ONTy  Mass. 


INDEBTEDNESS  OF  PRINCIPAL 
BELLIGERENTS  ^ 

SUMMARY 

Total  debts  of  principal  belligerents,  504.  —  Table  alnywing  dflUi 
before  the  war  and  at  its  close,  605.  —  ESzpenditures,  reoeq>tB  fipifli 
taxation,  and  boirowings  of  the  United  States,  507. — Great  Britain,  50B. 
— France,  610. — Italy,  614. — Russia,  616.  — Geimany,  519.  — Austm- 
Hungary,  626.  — Turkey,  627.  —  Loans  to  Turicey  from  Germany  tnd 
Austrii^Hungary,  529. 

The  nine  belligerent  countries  specified  in  the  taUe 
below  have  accumulated,  after  more  than  four  years  of 
war,  debts  aggregating  236  biUion  dollars  as  compared 
with  a  total  of  26  billion  dollars  before  the  banning  of 
the  conflict.  To  the  grand  total,  the  allied  countries 
contributed  170  billion  dollars  and  the  Central  Pow^ 
66  billion  dollars.  Russia  leads  all  the  belligerents  in  the 
amount  of  indebtedness,  and  its  obligations  continue  to 
increase  daily.  Inflation  prevails  here  to  a  degree  that 
is  as  astoimding  as  it  is  deplorable.  While  in  otha 
erstwhile  warring  countries  the  issuing  of  paper  money  is 
more  or  less  at  a  standstill,  in  Russia  the  govemmoit 
presses  are  kept  busy  night  and  day  printing  fresh  credit 
notes.  Germany  follows  next  in  order  of  importance, 
with  Great  Britain  and  France  closely  behind,  as  seen 
from  the  summary  on  the  following  page. 

It  must  be  remembered,  however,  that  there  is  con- 
siderable duplication  in  the  figures  given  above,  the 
elimination  of  which  would  reduce  the  aggregate  ina* 
terially.    In  the  amount  of  the  national  debt  of  Great 

t  Because  of  lack  of  information,  Japan,  Belgium  and  the  l^iV^n  bdlicerents  anoot 
discussed  in  this  article. 
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SuMMABT  or  Public  Dsbts  or  Pbincipal  Bblugbbbntb  ^ 

(Million  dollan) 

A.  AUiedPowen 


Coamtry 

Before  entering  the  war 

At  most  reeent  date 

Amoimt 
ofinereaae 

Great  Britain 

UnitodSUtee 

WnokOB 

Date              Amount 
Aug.    1.1914         3.468' 
Mar.  31.  1917         1.208  > 
July  31.  1914         6.698 
June  30,  1914         2.632 
Jan.     1,  1914         6.092 

Date                Amount 
Feb.    8.1919         36.467 
Jan.  31.  1919         23.267 
Bfar.  31. 1919         80.494 
Oct.  31.  1918         12.177 
Jan.     1.  1919         67.862  s 

32.999 
22.069 
2SJ06 

Itelr 

9.646 

62.270 

Total 

18.988 

169.767 

160.769 

B.  Central  Powers 


o— ., 

Date             Amount 
Oct.     1.  1913         1.166 
Aug.    1.  1914         3.277 
Aug.    1.  1914         1.989 
Biar.  31. 1914            667 

Date               Amount 
Jan.     1.  1919         38.681 
Oct.  31.  1918         17.072 
Oct.  31,  1918           8.707 
Dec.  31.  1918           1.823 

37.866 
13.796 

niiBiiirj 

6.718 

■y     i. 

1.166 

' 

Total 

7.098 

66.133 

69.086 

Grand  total 

26,086 

236.890 

209.804 

Britain  there  are  included  loans  to  Allies  and  Domin- 
ions amounting  to  £1,683.5  millions  on  November  12, 
1018,  or  approximately  8,193  million  dollars.  France 
had  outstanding  on  March  7,  1918,  3,225  million  francs 
or  622  miUion  dollars,  loaned  to  allied  nations.  The 
obligations  of  the  Allies  to  the  United  States  totaled 
7,975  million  dollars  on  January  31, 1919.^  The  extent  of 


>  Unleia  otbenriee  indioated.  the  eouroes  of  the  data  preaented  in  this  table  are 
fcliMitiral  with  thoae  furnished  in  the  text  proper.  The  rates  of  conversion  into  dollars 
at*  aa  follows:  1  lira  or  franc  «  19.3  cents;  1  mark  ■>  23.8  cents;  1  pound  ■>  $4.8666; 
1  ruble  ■■  61.6  oents;  1  Austrian  crown  «  20.3  cents;   1  Turkish  pound  «  $4.40. 

t  Financial  SUtement  of  the  United  SUtes.  March  31 ,  1917. 

s  IneluBTe  of  50  billion  rublea,  conservatively  estimated  as  the  amount  of  paper 

^amtnf  pot  into  circulation  by  the  Bolsheviki.   Cf .  L'Eoonomiste  Europfon.  October  18, 

mS.  p.  261.   A  recent  statement  by  the  Omsk  government  placed  the  circtilation  at  the 

time  at  70  billion  rubles.    Cf.  New  York  Times.  April  19,  1919. 

*  The  credits  opened  by  the  United  States  to  its  allies  (i.e..  the  amounts  not  actually 

but  upon  which  the  latter  can  draw)  totaled  $9,036,269,000  on  March  27. 

1919. 
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financial  assistance  rendered  to  Bulgaria  by  Germany 
and  AustriarHungary  is  not  known,  altho  it  may 
be  safely  said  that  the  great  bulk  of  the  former's 
expenditures  has  been  met  by  loans  from  the  latter 
two  coimtries.  Turkey's  indebtedness  is  largely  in- 
cluded in  the  estimate  of  its  two  principal  allies  for 
the  loans  of  Austria-Himgary  and  Germany  totaled 
£t  207  millions  by  the  end  of  1017,  or  909  million  dol- 
lars. Consequently  great  caution  must  be  exercised  in 
the  use  of  figures  appertaining  to  the  net  ddt>t  of  bdBg- 
erent  nations. 

Another  note  of  warning  must  be  sounded.  The  total 
cost  of  the  war  to  these  coimtries  is  by  no  means  ac- 
curately reflected  in  the  data  presented  in  this  taUe, 
even  after  due  allowance  is  made  for  duplication  as 
specified  above.  Even  were  it  possible  to  translate  the 
loss  of  Uves  into  dollars  and  to  evaluate  all  the  damagea 
and  injuries  caused  by  the  war,  our  estimate  would  fall 
short  of  the  truth.  Increased  and  new  taxation,  the 
burden  of  which  neutrals  as  well  as  belligerents  had  to 
bear  during  the  war  and  will  be  forced  to  carry  for  dec- 
ades to  come,  is  one  factor  that  may  be  lost  dght  (A 
upon  a  superficial  study  of  this  table.  The  inflation 
resulting  from  the  huge  credit  operations  on  govern- 
ment accoimt  and  the  increase  in  fiduciary  circulation, 
has  contributed  in  no  small  degree  to  the  war's  toll,  and 
to  the  misery  and  su£fering  of  the  forces  behind  the 
firing  Unes.^  Finally,  one  must  reckon  with  the  ^ects 
of  the  world  war  on  the  public  indebtedness  of  neutnl 
countries.  The  interruptions  in  the  flow  of  commeroei 
seriously  reducing  the  basis  for  taxation^  increased  ei- 
penditures  accompanjdng  mobilization,  and  observation 


>  In  a  lubeequent  article,  the  writer  intends  to  treat  briefly  of  the  fiduoiaiy ' 
in  public  finance  durinc  the  war.  Some  inf wmation  aa  to  the  b«nkins  attaatMO  at  tht 
end  of  1917  may  be  gleaned  from  an  article  on  which  the  writer  waa  engaced,  appMriH 
in  the  Federal  Reserve  Bulletin,  April,  1918,  pp.  207  at  seq. 
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and  maintenance  of  neutrality  guarantees^  and  the 
rising  costs  of  conducting  the  a£fairs  of  state  have  all 
forced  neutral  countries  to  resort  to  borrowing  on  a  scale 
that  is  not  usually  appreciated.^ 

United  States 

The  total  disbursements  from  March  1,  1017,  to 
January  31,  1019,  were  $26,620,334,804,  of  which 
$7,975,267,248  represented  loans  to  foreign  govern- 
ments. During  the  same  period,  the  receipts,  exclu- 
sive of  the  public  debt,  totaled  $6,117,762,295.*  To 
this  total,  receipts  from  customs  duties  contributed 
$357,574,899  and  the  internal  revenue,  $5,132,205,822. 
The  ratio  of  revenue  from  tax£ttion  to  total  disburse- 
ments is  therefore  23.0  for  the  entire  period  of  the  war 
to  January  31, 1919,  and  the  ratio  of  revenue  from  taxa- 
tion to  net  disbursements,  excluding  loans  to  foreign 
governments,  is  29.8. 

The  gross  public  debt  had  on  January  31,  1919, 
reached  a  total  of  $23,267,039,032,  distributed  as  fol- 
lows: bonds,  Liberty  and  others,  $17,457,365,040; 
treasury  certificates  of  indebtedness,  $4,798,064,800; 
and  war  savings  certificates,  $1,011,609,242.  The  pre- 
war debt  had  been  reduced  to  $1,192,444,102  by  De- 
eember  31,  1918.* 

The  results  of  the  four  internal  loans  are  indicative 
of  the  state  of  prosperity  that  existed  in  this  country 
diroughout  the  period  of  the  war  and  point  to  the  pro- 
digious financial  strength  that  had  lain  stored  away, 
only  to  be  mustered  up  as  time  and  occasion  demanded 
it.    The  first  loan  was  for  $1,989,447,389;  the  second 


s  A  atadj  of  th«  «ff eet  of  the  war  on  th«  indebtediMM  of  noatnl  eountriM  WM  BMle 
hw  tb*  wrttor  Mid  poblkhed  in  tho  Federal  Reserve  Bulletin,  May,  1018. 

•  Tmkten  from  ft  itatement  iireptted  by  Seoretary  GImi  for  the  Houm  Weyt  mod 
Comnuttee.    New  Yoric  Tiinee,  Pebnwxy  12, 1010. 

*  ytmiiAl  maUBMtni  of  U.  &  T^wwuij,  Decmnbir  81, 1018. 
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for  $3,807,864,349;  the  third  for  $3,793,780,647 ;  and  the 
fourth  for  $6,989,200,000.^  In  every  case  the  loans  were 
oversubscribed. 

Great  Britain 

On  August  1,  1914  the  public  debt  stood  at  £710.5 
millions;  on  February  8,  1919  it  had  reached  £7491.4 
millions,  representing  an  increase  of  £6780.9  miOioDS 
during  the  war.'  In  this  amoimt  there  is,  however,  in- 
cluded advances  to  Allies  and  Dominions  which  totaled 
£1683.5  millions  on  November  12, 1918.  The  net  d^ 
on  February  8,  1919  was,  therefore,  £5807.9  millions. 

Details  of  the  gross  amount  of  debt  are  here  giv^  as 
follows : 

(Minion  poundi) 

Aoc  L  1»U    Fab.  8.  Mil 

Funded  debt 686.7           317.7 

Terminable  annuitiee 29.6            21.9 

Unfunded  debt: 

3}  per  cent  war  stock 62.7 

4  per  cent  war  stock 16.1 

4  per  cent  and  5  per  cent  war  stock . . .  2012.1 

National  war  bonds 1663.2 

Treasury  bills 15.5         1009.0 

Exchequer  bonds 20.5           302.6 

War  savings  certificates 219.6 

Other  debt 1207.7 

American  loan 51.4 

Temporary  advances 1.0           377.2 

Total 653.3         7442.2 

Other  capital  liabilities 57.2  49.2 

Grand  total 710.5         7491.4 

For  the  eight  months  ending  March  31,  1915,  the 
average  daily  expenditure  was  £2,050,864;  in  the  fiscal 
year  ending  March  31,  1916,  £4,271,666;  in  the  fiscal 

1  Financial  SUtement  of  U.  8.  Treasury,  December  31,  1018. 
'  London  Economist,  February  15,  1919,  p.  206. 


JNDBBTBDNBSS  OF  PRINCIPAL  BELUGEBBNTS   509 

year  1917,  £6,022^7;  in  the  fiscal  year  1918,  £7,386,- 
908  and  for  the  period,  April  1,  1918  to  December  31, 
1918,  £7,454,522.  At  times  during  1917,  the  rise  in  ex- 
penditures was  very  marked  and  caused  considerable 
concern  when  the  liberal  estimates  of  the  Chancellor  of 
the  Exchequer  were  being  continually  outdistanced. 
Prom  April  1,  1917  to  May  5,  1917,  the  daily  average 
was  £7,971,000  and  from  May  6,  1917  to  June  9, 1917, 
it  was  £7,532,000.  A  period  of  recession  then  set  in 
ontil  expenditures  fell  to  £6,414,000  during  the  sixty- 
three  days  between  June  9,  1917  and  September  29, 

1917.  From  September  30  to  December  1, 1917  a  ris- 
ing tendency  was  again  observable,  the  average  being 
£6,774,000,  and  from  the  latter  date  to  Jaauary  19, 

1918,  the  daily  expenditures  rose  to  £7,517,000.^ 

For  years  prior  to  the  outbreak  of  the  war  the  Treas- 
ury showed  a  surplus  of  receipts  over  expenditures.  This 
state  of  affairs  was  not  maintained  during  the  war  but 
a  serious  attempt  was  made  to  defray  a  comparatively 
large  proportion  of  expenses  out  of  revenue.  The  rates 
of  the  income  tax  were  raised  in  1915  and  again  in  1916. 
Excise  and  customs  duties  were  increased  considerably 
and  a  munitions  levy  was  imposed.  Finally,  in  1916  an 
excess  profits  duty  was  enacted,  the  fiscal  effects  of 
idiich  were  not  materially  felt  until  1917. 

The  first  year  of  the  war  saw  a  reduction  in  the  ratio 
ci  net  receipts  from  taxation  to  total  expenditures,  from 
82.6  of  the  year  preceding  to  33.9.  The  following  year 
witnessed  a  still  further  decline  to  18.7,  owing  to  the 
enormous  increase  in  expenditures  and  slow  adjustment 
of  revenue.  In  1917,  the  excess  profits  duty  became 
m  important  factor  in  bringing  about  a  rise  of  4.8  in 
the  ratio. 

*  FwfiMiwntary  Debates,  June  25,  July  24,  December  12.  1917,  And  January  23. 
1918. 
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The  outstanding  feature  is  that  from  August  1, 1914 
to  February  8,  1919,  Great  Britain  has  defrayed  23.0 
per  cent  of  her  expenditures  by  taxation  and  26.5  pa 
cent  by  general  revenue  receipts  (including  posts,  tde- 
graphs,  etc.).  Were  advances  to  Allies  and  Dominicms 
deducted  (which  are  classified  as  expenditures),  it 
would  be  found  that  the  ratio  of  tax  receipts  to  dis- 
bursements is  28.1  and  the  ratio  of  general  revenue  to 
disbursements,  32.4.  Details  for  the  last  seven  yean 
follow: 


RBVaMUBS  AND  EXFBNDITaBBS  Or  GbBAT 

(ThounDd  pouiMli) 


Year  ending  M«reh  81 


1913 

1914 

1916 

1916 

1917 

1918 

April  1,  1918  to  Feb.  8. 

1919 

August  1,  1914  to  Feb.  S, 

1919 


Netre- 

oeipta  from 
tantion 


154,864 
163.035 
190.054 
290.873 
616.276 
613.040  > 

573,118 « 

2.120,010  » 


Total 

nuare- 
oauytoof 
ezonequer 


188.802 
198.243 
226.694 
336.767 
573.428 
707,235 

654,048 

2,443.236 


Total  ez- 
pendttom 


188,632 

197,493 

560.474 

1.559.158 

2.198.113 

2.696,221 

2,268.430 

9,220,282 


Ratio  of 


tion  to 
total 


S3.1 
82.6 
33.9 
18.7 
23.5 
22.7 

25.3 

23.0 


Battocf 

totdiffv- 

miii»- 

eetolicf 

6BMMMf 

toloWM- 


100.1 
100.4 
40.4 
21.6 
26.1 
26.2 

28.8 

26.5 


France 

In  December,  1917,  M.  Klotz,  Minister  of  Financei 
stated  that  a  deficit  of  1,266,500,000  francs  was  im- 
pending in  the  ordinary  budget  for  1918,  and  to  meet 
this  exigency,  he  made  five  suggestions:   (1)  a  supple- 


^  Compiled  from  SUtesman's  Yearbook.  1918;  Sixtieth  Report  of  Hia  Majfitty'i 
Inland  Revenue.  1917;  and  London  Economist.  February  15.  1919. 

*  Exchequer  receipta  from  taxation. 

*  Includes  eight-twelfths  of  the  1915  figure.  Inasmuch  as  the  fiscal  changes  diuinc 
the  first  eight  months  of  the  war  were  comparatively  unimportant,  this  method  of  ooai- 
putation  was  used. 
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mentary  tax  on  excess  profits,  the  rate  to  be  25  per  cent 
if  the  profits  remaining  after  payment  of  the  original  tax 
ranges  from  one  to  five  million  francs,  and  50  per  cent  if 
the  remainder  exceeds  five  millions;  (2)  upward  re- 
vifflon  of  the  tax  on  inheritances  and  gifts;  (3)  new 
taxes  on  luxuries  and  expenditures;  (4)  revision  of  the 
tax  on  the  shares  of  corporations;  and  (5)  changes  in 
administrative  methods  with  a  view  of  preventing  fiscal 
jbrauds.  These  proposals  were  designed  to  yield  1,266,- 
500,000  francs  as  additional  revenue  for  1918  and 
1,774,000,000  francs  annually  thereafter.^ 

The  recommendations  of  M.  Klotz  were  not,  however, 
followed  out  in  full  detail,  altho  the  principle  that  the 
impending  deficit  should  not  be  covered  by  credit  op- 
erations was  upheld.  January  1, 1918  marked  the  intro- 
duction of  the  new  measures  as  finally  decided  upon. 
Hist,  the  war  profits  tax  was  made  applicable  to  sums 
of  100,000  francs  or  less,  at  the  rate  of  50  per  cent.  Pro- 
gression was  provided  for  when  profits  subject  to  the 
tax  exceeded  100,000  francs,  the  maximum  rate  beLog 
80  per  cent.  Second,  a  tax  of  10  per  cent  ad  valorem  was 
levied  on  articles  of  luxury,  and  on  expenditures  in  such 
establishments  as  hotels,  restaiuunts,  etc.,  which  the 
departmental  committee  considered  de  hixe,  effective 
April  1, 1918.  Third,  every  pajonent  of  a  sum  exceeding 
150  francs  representing  the  retail  sale  price  or  the  con- 
sumption of  a  commodity  became  subject  to  a  tax  of 
20  centimes  for  every  100  francs  or  fraction  thereof. 
Fourth,  sundry  changes  were  adopted  relative  to  the  tax 
en  inheritances  and  gifts.* 

The  revenue  receipts  for  1916  were  5,018,343,700 
francs;  in  1917  they  rose  to  6,190,533,400  francs;  and  in 

>  M.  KloU,  "  ExpoflA  dm  Motifs."  Bulletin  de  SUtistique  et  de  L§giaUtion  Com- 
pii4e,  Deeembcr,  1017.  Theaetualreeiiltaforl918  were,  however,  disappointing.  The 
yMd  of  the  tax  on  payments  was  only  210  million  francs  as  compared  with  the  estimate 
of  781  njlfioiis.    Cf .  L'Economiste  Europ6en,  January  17, 1910,  p.  40. 

*  Jounel  Offieiel  de  la  Eipublique  Frangaise,  January  30, 1918. 
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1018,  the  total  yield  was  6,632,639,800  francs,  induaive 
of  the  new  taxes  above  mentioned.^  Revenue  for  IlQ^ 
mal  years,  as  computed  by  the  Mmister  of  Finance, 
produced  a  total  of  only  4,159,122,759  francs;  theie- 
fore,  in  1917  the  receipts  were  about  one-half  laiger 
than  those  of  an  average  year  and  about  three^fths 
larger  in  1918. 

Remarkable  as  this  attempt  may  seem  when  it  is  re- 
called that  during  the  last  five  months  of  1914  the 
treasury  receipts  declined  38.6  per  cent  as  compared  with 
a  normal  year;  in  1915, 19  per  cent;  and  in  1916, 3.46 
per  cent,^  the  state  of  the  French  finances  is  by  no  means 
satisfactory.  M.  Ribot  recently  stated  that  tibe  civil 
budget  for  1919  involved  an  expenditure  of  8.9  billioD 
francs,  exclusive  of  1.1  billion  francs  for  interest  aa  the 
new  loan  (fourth),  plus  payments  for  damages,  ad- 
vances, etc.,  which  will  bring  the  total  to  about  17  bil- 
lion francs.*  With  no  new  lucrative  sources  of  revenue 
in  sight  and  open  dissatisfaction  expressed  with  the 
luxury  and  income  taxes,  the  situation  is  considered  by 
some  as  being  but  short  of  alarming. 

M.  Klotz  stated  that  in  1914,  the  average  monthly 
expenditure  was  1,318  million  francs;  in  1915, 1,900 mil- 
lion francs;  in  1916, 2,743  million  francs;  and  durmgthe 
first  nine  months  of  1917,  3,360  milUon  francs — a  total 
of  92,546  million  francs  for  the  whole  period.  During 
the  same  interval  the  total  receipts  were  13,816  million 
francs,  or  14.9  per  cent  of  the  expenditures.  In  the 
revenue  figures,  however,  there  are  included  the  income 
from  monopolies  and  domains,  and  if  the  latter  is  ex- 

1  Taken  from  various  numbers  of  the  Joumel  Offidel  de  la  RepabUque  FrsnftB^ 
and  L'Eoonomiste  Europ4en,  January  17,  1919,  p.  40  (figures  for  1018  ineompleU)- 

*  "  Ezpoe4  des  Motifs,"  op.  dt. 

*  London  Economist,  December  28, 1918.  Recently  M.  Klots  annouiMed  the  total 
of  the  1920  budget  as  18.5  billion  francs  as  compared  with  5.3  billion  fnuMs  for  a  watati 
year.    n>id.,  February  22.  1919,  pp.  327.  328. 
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chided,  the  ratio  of  taxes  to  expenditure  is  approxi- 
mately 12  per  cent  for  the  first  38  months  of  the  war. 

In  a  more  recent  statement  before  the  Chamber  of 
I>q>uties9  M.  Klotz  asserted  that  from  August  1, 1014  to 
March  31,  1910,  the  expenditures  for  all  purposes  will 
have  reached  192  billion  francs,  including  50  billion 
francs  of  exceptional  expenses  such  as  payments  for  war 
damages,  pensions,  etc.  ^  The  resources  to  that  date  were 
estimated  at  158  billion  francs,  leaving  a  deficit  of  34 
billion  francs.  Of  the  resomx^es  only  18  billion  francs 
represent  the  receipts  from  taxation.  The  ratio  of  re- 
ceipts from  taxation  to  total  expenditures  from  the 
beginning  of  the  war  to  March  31,  1919  is,  therefore, 
only  9.4. 

The  results  of  the  four  internal  loans  are  as  follows :  < 


Nominal 

Aetoal 

Tew 

R«teof 
intenit 

Price  of 
iMue 

•ubaoriptiona 
(million  fimnoB) 

prooMds 
(million  frai 

1915 

5 

87.25 

15,205 

13,308 

1916 

5 

87.50 

11,514 

10,082 

1917 

4 

68.60 

14,803 

10,171 

1918 

4 

70.80 

27,853 

19,720 

Total  69,375  53,281 

On  July  1,  1914,  the  national  debt  of  France  was 
34,188,147,969  francs,  and  the  annual  interest  charges, 
1,037,614,906  francs.  On  December  31,  1917,  the 
former  stood  at  124,338,457,479  francs,  and  the  latter  at 
5,216,617,058  francs.  Of  the  total  outstanding  Decem- 
ber 31,  1917,  20,441,545,000  francs  were  held  outside 
of  France  and  44,822,153,800  francs,  or  approximately 
(me-third  of  the  total  debt,  had  not  been  funded  as  yet.* 

1  London  Economist,  February  22,  1919.  pp.  327-328. 

•  lUd^  Deoember  7,  1018.  A  fifth  loan,  called  "  Loan  of  National  Restoration." 
to  be  hwifd  at  05  and  bearing  interest  at  5  per  cent  was  announced  in  the  Journal 
Ofieiel,  Ifareh  28, 1010.  The  amount  of  the  loan  has  not  been  fixed  as  yet.  Cf .  also 
Lt  Monde  Beonomique,  December  7, 1018,  p.  770. 

t  BnDsCin  de  Stetistique  et  de  Ll^islation  Comparte,  October,  1918,  p.  602. 
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On  August  31, 1918,  the  national  debt  of  France  was 
estimated  (unofficially)  at  130,127  million  francs,  con- 
sisting of  the  following:  consolidated  debt,  32,187; 
national  defense  treasury  bills,  26,453;  short-tOTn 
bonds,  670;  advances  of  the  Bank  of  France  and  the 
Bank  of  Algiers,  10,415;  credits  of  foreign  oountries, 
25,678;  pre-war  debt,  25,715.^  If  to  this  sum  there  is 
added  the  fourth  loan  of  27,853  million  francs,  the  ddbt 
at  the  end  of  1018  may  be  placed  at  157,710  miDioa 
francs.^ 

Italy 

The  official  estimate  of  war  expenditures  from  August 
1,  1014  to  October  31,  1018,  is  as  follows:  * 


MilKcw 

Aug.  1,  1914  to  June  30,  1915 3,039^ 

Fiscal  year  ending  June  30.  1916 8,351^ 

Fiscal  year  ending  June  30,  1917 14,132.2 

Fiscal  year  ending  June  30, 1918 19,734.6 

July  1,  1918  to  Oct.  31,  1918 9,725.6 

Total 61,983.1 

Various  deductions 984.6 

Balance 50,988.5 

Add  payments  to  be  made  in  foreign  coimtries  and 
interest  paid  upon  war  debts  by  Treasury 11,620.5 

Total  payments  relating  to  war 62,619.0 

Deduct  military  expenditures  which  would  have 
been  incurred,  had  peace  prevailed 3,545.7 

Net  war  expenditure 59,073.3 

1  L'Economiste  Europ4en,  October  4,  1018,  pp.  212-213,  Edmond  TMry. 

s  M.  Ribot  estimated  it  at  170  billion  francs.  London  Economist,  December  2S. 
1918.  The  estimate  in  the  text  coincides  roughly  with  the  figures  prasented  by  Bi. 
Klotz  as  of  March  31.  1019. 

•  Ibid.,  February  1,  1010,  pp.  135-136. 
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The  public  debt  stood  at  63,093  million  lire  on  Octo- 
sr  31,  1918,  composed  of  the  following:  ^ 


Old  debt 

War  debt: 

FizBt  loan,  4}  per  oenti  isaued  July,  1915,  re- 
deemable between  1925  and  1940 

Seocmd  loan,  5  per  c^t,  issued  Jan.-March, 
1916,  redeemable  between  1925  and  1940 

Third  loan,  5  per  c^it,  issued  Feb.,  1917,  not 
redeemable  before  1931 

Fourth  war  loan,  5  per  cent,  issued  Feb.,  1918 . 

Fifth  war  loan 

Total  internal  loans 

Treasury  bonds,  5  per  cent  (3  to  5  years) 

£zchequer  bills,  from  3  to  12  months 

Treasury  bonds,  discounted  by  British  and 
American  goyemments  and  credits  opened  by 


13,636 


4,628 


Notes,  issued  by  banks  of  issue  for  government 

account 

Notes,  issued  by  government 


3,986 
6,123 

14,737 
3,052 
9,240 


13,851 

6,536 
2,041 


Total 


debt 


Grand  total,  Oct.  31,  1918 


49,457 
63,093 


M.  Nitti,  Minister  of  Finance,  recently  stated  that 
the  actual  deficit  for  the  financial  year  1917-18  was 
6,271  million  lire.  Expenditures  totaled  25,239  million 
lire  of  which  18,580  were  for  war  purposes.  Against  this 
amount  there  were  revenue  receipts,  7,496  million  lire, 
and  proceeds  from  loans,  11,529  millions.^  The  budget 
for  1918-19  provided  for  receipts  at  4,419  millions  and 
ordinary  expenditures  at  4,207   miUions,*  as  against 


Buine,  Febnwry,  1917;  Statesman's  Yearbook,  1917;  and  London 
EeoDomist.  December  28,  1018. 

*  L'Eeonomiste  EuropAen,  December  0,  1918,  p.  3G3;  Revue  FinaneiAre  et  Eoon- 
«Bique  d'ltalit.  October  31.  1918.  p.  276. 

*  BoHstin  de  SUtistiqiie  et  de  Legislation  Compar4e.  February.  1918.  "  ExpoflA 
YloaacMr  de  M.  Franeeeeo  Nitti.  Ministre  du  Trfoor,  December  19.  1917,"  pp.  265- 

aai. 
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4,855  millions  and  5,515  millions,  respectively,  in  the 
191»-20  budget.^ 

A  war  profits  tax,  retroactive  in  character  to  tibe  be- 
ginning of  the  war,  was  recently  introduced.*  New  or. 
accrued  profits  in  excess  of  the  ordinary  amount  sobjeet 
to  the  income  tax  during  the  two  years,  1913  and  IQH 
comprise  the  base  of  the  war  profits  tax.  All  recipients 
are  divided  into  two  classes:  Class  A,  persons  engaged  in 
industrial,  commercial  and  mercantile  i>ursuits,  and 
Class  B,  middlemen  (Fr.  ifUermMiaires).  For  ClasB  A, 
the  rates  vary  from  12  per  cent  of  the  profits  above 
8  per  cent  to  10  per  cent  of  the  capital,  to  35  per  cent  on 
profits  exceeding  20  per  cent  of  the  capital  employed, 
during  the  period  August  31,  1014  to  December  31, 
1915.  For  the  periods  subsequent  to  December  31, 1915 
the  minimum  rate  is  20  per  cent  and  the  maximum  60 
per  cent.  Those  falling  in  Class  B  are  taxed  during  tlie 
earlier  period  at  the  rate  of  5  per  cent  on  profits  ranging 
from  one-tenth  to  one-half  of  the  basic  figure,  up  to  35 
per  cent  if  the  profits  are  triple  the  amount  ordinariljr 
accumulated.  The  minimum  and  maximum  rates  for 
periods  subsequent  to  December  31,  1915,  are  10  per 
cent  and  40  per  cent,  respectively. 

Russia 

The  discussion  of  the  fiscal  situation  of  Russia  falb 
into  two  periods:  (1)  from  the  beginning  of  the  war  to 
October  14/27,  1917,  when  the  Kerensky  regime  was 
overthrown ;  and  (2)  the  period  following  the  Bolshevist 
coup  d^iiat. 

From  August  1,  1914  to  the  end  of  the  year,  the  ex- 
penditures amounted  to  2,546  million  rubles;  in  19l5f 
they  were  9,374.9  millions;  1916,  15,267  millions;  and 

^  Loodon  Economist,  Deoember  21,  191& 

I  Bulletin  de  SUtiBti<|iie  et  de  Ufislation  ComiMU^  May  1918,  |i|».  968, 99- 
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jTom  January  1,  1917  to  September  1,  1917,  14,204.8 
xullions;  making  a  grand  total  of  42,392.7  million 
-ubles.  In  October,  1917,  the  Minister  of  Finance 
itated  that  the  total  cost  of  the  war  would  reach  51,470 
nillion  rubles  by  January  1, 1918.^ 

The  growth  of  the  national  debt  accompanying  these 
3«mendous  outlays  may  be  observed  as  follows :  * 

Rubl00 

Januaiy  1, 1914 9,888,309,698 

January  1, 1916 10,473,672,000 

January  1, 1916 18,876,731,000 

January  1, 1917 25,220,937,000 

September  1, 1917 49,287,809,698 

In  the  eight  months  of  1917  preceding  the  collapse  of 
the  Kerensky  government,  the  public  debt  practically 
loubled,  the  total  consisting  of  foreign  loans,  8,461  mil- 
lion rubles;  short-term  obligations,  16,918.7  millions; 
internal  loans,  11,408.2  millions;  deficits  incurred  during 
the  last  three  budget  years,  2,611.6;  and  the  pre-war 
debt  of  9,888  millions. 

Advances  of  the  Bank  of  Russia  to  the  Russian  gov- 
ernment played  an  important  r61e  in  financing  the  war. 
On  December  16/29, 1914,  they  totaled  1,016.9  million 
rubles;  on  December  16/29,  1915,  5,304.6  millions;  on 
the  same  date  of  the  following  year,  8,591.2  millions 
and  on  October  16/29, 1917,  they  reached  18,362.2  mil- 
lion rubles.*  During  the  same  interval  the  notes  in  cir- 
culation rose  from  2,864  miUion  to  16,519  million  rubles. 

The  internal  war  loans  yielding  11,408.2  million  rubles 
were  made  up  as  follows:  ^ 

»  Vieitiiik  FinansoT,  No.  30.  October  14.  1917.  pp.  360  et  wq. 

*  Ibid. 

•  From  th«  weekly  etatemenU  of  the  Imperial  Bank  of  Ruena  and  the  weekly  re- 
porta  eontained  in  the  London  Eoonomiet. 

«  Taken  from  Statesman's  Yearbook,  1917,  Introduction  (£  oonverted  into  mUee 
rt  •.46686);  also  Le  Rentier,  October  17, 1917;  and  L'Eoonomiste  Buroplen,  Deoember 

14. 1017.  p.  no. 
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State  loan  of  1914,  5  per  cent,  issued  Oot.,  1914,  at  94 500 

First  loan  of  1915,  5  per  cent,  issued  Feb.,  1915,  at  94. 500 

Seccmd  loan  of  1915,  5|  per  cent,  issued  April,  1915,  at  99.  .  1,000 

Short-term  loan  of  1915,  5|  per  cent,  issued  Oot.,  1915,  at  96  1,000 

First  loan  of  1916,  5|  per  cent,  issued  Feb.,  1916,  at  95.  ...  2^ 

Second  loan  of  1916,  5}  per  cent,  issued  Oet.,  1916,  at  95. . .  ZfM 

Total,  to  end  of  1916 8,000 

Liberty  loan  of  1917,  5  per  c^t  (compated)^ 8,406 

Grand  total 11,406 

The  finances  during  the  second  period  when  the  Bdl- 
sheviki  assumed  control  can  at  best  be  inadequately 
described.  Little  reliable  data  are  available,  upon  which 
conclusions  may  be  based.  The  official  Bolshevist  organ, 
Isveatiaf  places  the  national  debt  on  January  1/14, 
1018,  at  80,800  million  rubles,  composed  as  follows:*  ex- 
ternal loans,  15,800  million  rubles;  direct  internal  dd^t 
(of  every  description  and  character),  44,000;  indirect 
interior  debt,  4,800;  ''  coupons ''  not  presented  and 
miscellaneous  obligations,  15,200  millions. 

A  tax  on  capital,  similar  to  the  Grerman  "  Eapital- 
steuer  "  and  designed  to  yield  10  billion  rubles,  was 
levied  on  the  "  bourgeoisie  "  during  the  latter  part  of 
1918.  In  some  provinces  the  yield  was  only  one  ten- 
thousandth  of  the  estimate,  and  the  results  in  general 
were  so  disappointing  that  it  was  considered  ''  hardly 
worth  entering  in  the  budget  as  a  separate  item.''' 
likewise  the  tax  in  kind  on  richer  peasants  which  was 
supposed  to  produce  7  billion  rubles  in  foodstuffs  has 
proved  to  be  n^Iigible  in  its  results.  The  taxation 
authorities  in  the  provinces  of  Orel,  Kaluga  and  Tula 
reported  that  they  were  imable  to  collect  the  tax.* 

>  Represents  the  difference  between  the  aggregate  internal  loans  as  stated  by  the 
Minister  of  Finance  and  the  total  of  the  preceding  itenos. 

<  L'Ekx>nomiste  Europ^en,  May  10,  1918,  p.  290. 

*  London  Economist,  March  1,  1919,  pp.  307,  368;  Journal  des  Kftnnomistm. 
February  15, 1919,  article  by  A.  Raffalovich,  "  Finances  boloheviqueaen  1918/'  pp.  249- 
262. 
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Further  light  is  shed  on  Bolshevist  fiscal  policies  by 
the  following  summary  representing  budgetary  esti- 
mates for  1918  and  giving  final  results  for  1917  (in 
thousand  rubles) :  ^ 

Yew  Fiist  hdf  Seoond  hdf 

1017  1018  1018 

ExpenditureB: 

Ordinary 13,196,137        13,038,511        26,276,199 

14,675,131         4,564,216         2,797,995 


Total 27,871,268        17,602,727       29,074,194 

Bevenues 2,852,727        12,730,194 

Difieit 14,750,000        16,344,000 

The  fall  in  values  consequent  upon  tremendously 
large  issues  of  paper  money  reflects  itself  in  the  govern- 
ment budget  of  expenditures.  This  fact  coupled  with 
the  new  social  policy  on  which  the  government  is  em- 
barking,  involving  a  prodigious  outlay,  explains  the  wide 
disparity  between  receipts  and  expenditures.  Whereas 
the  figures  presented  above  by  M.  Erestinsky,  Min- 
ister of  Finance,  are  more  or  less  true  estimates  as  to  the 
outgo,  the  income  has  been  in  all  probability  greatly 
overestimated.  Witness  the  fact  that  the  actual  revenue 
for  the  first  half  of  1918  was  only  539.6  million  rubles, 
attho  imdue  optimism  produced  an  estimate  of  2,852.7 
million  rubles,  or  nearly  five  times  as  much  as  was 
actually  collected!  Credit  notes  are  issued  to  wipe 
out  the  deficit. 

Gebmant 

The  financial  policy  of  Germany  stands  in  distinct 
eontrast  to  that  adopted  by  the  allied  ooimtries.  The 
outstanding  feature  of  German  war  finance  is  the  re* 
Ijance  placed  on  loans  and  advances  to  defray  the 

>  London  Eeononuft,  January  25, 1910,  pp.  103, 104. 
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prodigious  expenses  incurred  since  the  beginning  of  the 
war.  The  theory  that  a  reasonable  share  of  war  expen- 
ditures should  be  met  by  increased  taxation  had  found 
no  strong  adherents  in  the  statesmen  and  finanders  of 
Germany  until  recently,  and  consequently  not  only  have 
expenses  directly  incidental  to  war  not  been  covoed  by 
revenue  at  all  but  even  debt  charges  and  other  items  of 
the  ordinary  civil  budget  have  been  met  from  the  pro- 
ceeds of  loans. 

There  are  two  reasons  of  weight  that  have  in  all  proba- 
bility  operated  to  keep  this  policy  strongly  intrenched. 
First,  the  lack  of  elasticity  in  sources  of  revenue  has 
been  an  almost  insurmountable  obstacle  to  the  imperial 
government.  According  to  an  understanding  reached 
by  the  Empire  and  the  individual  states,  the  former 
reserved  for  itself  primarily  the  field  of  indirect  taxa- 
tion and  permitted  the  individual  states  to  eiq)loit  the 
remaining  sources.  With  the  outbreak  of  the  war,  im- 
perial revenues  declined  because  commerce  with  Ger- 
many was  interrupted,  and  import  duties  and  stamp 
taxes  which  constituted  important  items  in  the  budget 
fell  oflF  considerably.  Gradually  this  condition  became 
more  and  more  accentuated  until  it  was  decided  to  raise 
the  rates  of  the  tax  on  beer,  tobacco,  etc.,  to  cover  part 
of  the  ever-increasing  deficit  in  the  ordinary  budget. 
This  relief  was,  however,  ephemeral  in  nature,  since  the 
expansion  of  military  operations  and  the  inflation  proc- 
ess set  in  motion  by  heavy  borrowings  caused  expendi- 
tures to  soar  to  prodigious  heights,  beyond  all  reasonable 
calculation. 

Meanwhile,  the  war  also  imposed  additional  burdens 
on  the  individual  state  governments  and  their  war  obliga- 
tions became  heavy.  Existing  sources  of  revenue  were 
used  to  aid  in  meeting  these  expenses.  Prussia,  for  ex- 
ample, increased  the  rates  of  the  income  tax,  ranging 
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from  115  to  260  per  cent  of  normal  in  respect  to  corpora- 
tions and  from  108  to  200  per  cent  of  normal  in  respect 
to  individuals,  and  the  supplementary  tax  was  increased 
by  50  per  cent.^  Bavaria  and  Wikrttemberg  advanced 
the  rates  of  all  direct  taxes  by  30  per  cent;  Saxony, 
from  10  to  30  per  cent  in  the  case  of  the  income  tax, 
and  Baden,  25  per  cent  in  some  grades.  Hesse  increased 
the  income  tax  rates  by  27  per  cent  and  the  property  tax 
rates  by  82  per  cent.* 

Late  in  1916,  however,  the  imperial  government 
found  no  alternative  but  to  invade  the  territory  hereto- 
fore reserved  for  the  states,  if  it  wished  to  maintain 
some  semblance  of  meeting  its  interest  charges  out  of 
current  revenue.  A  direct  tax  was  introduced,  designed 
to  reach  the  increment  in  the  value  of  property  of  every 
description,  in  the  years  1915  and  1916,  and  estimated 
to  yield  1300  million  marks.  Tobacco  duties  and  postal 
and  telegraph  rates  were  increased  and  new  stamp 
duties  were  put  into  force.  The  total  yield  was  esti- 
mated at  1950  million  marks.  Again,  in  1917,  some  of 
the  existing  stamp  taxes  were  advanced  further  and  a 
coal  tax  of  20  per  cent  ad  valorem  (10  per  cent  for 
domestic  consumers)  was  levied,  effective  imtil  July  31, 
1920.  The  property  tax  rates  were  also  increased  by 
20  per  cent  and  the  total  receipts  from  the  new  taxes 
were  estimated  at  1250  million  marks,  making  a  total  of 
2550  million  marks  of  war  taxation  during  the  year. 

In  spite  of  the  large  income  anticipated  from  the  new 
taxes,  a  deficit  of  86  million  marks  was  foreseen  in  the 


whieh  bftd  no  debt  to  speak  of  prior  to  the  war,  due  to  the  Urse  profit* 
from  the  operation  of  government-owned  railroadB,  had  accumulated  a  debt  of 
■ppwmmately  $1,450,000,000  by  the  end  of  March.  1010.  The  total  war  deficit  to  that 
dito  WM  $682,000,000.    New  York  Hmee.  April  8,  1919. 

*  F.  W.  Zimmerman,  Bank  Arohiv.  AuguBt.  1917.  The  "  defence  '*  lery  imposed 
Ib  1913  waa  not  ooUeeted  until  early  in  the  war.  It  amounted  to  906.846.100  marks  or 
14M  marks  per  capita,  to  which  Prussia  alone  contributed  693.719,400  marks  or  about 
•1  per  eeni.    Cf.  London  Economist,  July  27.  1918.  p.  111. 
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civil  budget  for  the  fiscal  year  1918.  The  q)here  of 
taxation,  altho  expanded  on  these  occasionsi  was 
necessarily  too  restricted  for  the  needs  of  the  inqierial 
government.^ 

The  second  reason  for  the  delay  in  setting  up  a  sound 
policy  of  war  financing  was  that  from  the  b^pnning  of 
the  conflict  up  to  the  time  that  a  change  in  the  f ortoneB 
of  war  took  place,  German  statesmen  entertained  the 
hope  of  speedily  gaining  a  decidve  victory  over  their 
adversaries,  crushing  one  or  more  of  them  complete 
and  exacting  heavy  indemnities.  German  militarists 
considered  it  highly  probable  that  they  could  force  their 
vanquished  enemies  to  bear  the  burdens  of  war  and  con- 
sequently hesitancy  was  displayed  on  the  part  of  the 
imperial  government  in  revising  its  financial  policieB. 
Tlus  illusion  was  gradually  dispelled  by  the  turn  of 
events  and  facing  the  alternative  of  incurring  heavier 
and  heavier  deficits,  the  only  expedient  of  increasing 
the  revenue  from  taxation  was  followed.  The  tide  was 
not,  however,  stemmed  to  any  large  degree. 

The  results  of  the  first  seven  war  loans  are  here  given. 
While  the  boast  of  German  officialdom  that  war  loans 
had  become  increasingly  popular  may  be  justified  by  a 
glance  at  the  number  of  subscribers  in  each  class,  a 
study  of  the  amounts  subscribed  seems  clearly  to  in- 
dicate that  the  contrary  is  true.  The  ratio  which  sub- 
scriptions of  a  million  marks  or  more  bore  to  the  total 
was  19.5  in  the  case  of  the  first  loan,  dropping  to  12.8  in 
the  second  and  rising  thereafter  until  in  the  seventh  loan 
it  amounted  to  25.2.    In  every  case,  the  number  of  these 

1  For  the  fiscal  year  1010,  the  rates  of  the  imperial  income  tax  as  proposed  tut 
from  6  per  cent  on  the  first  10,000  marks  to  50  per  cent  on  the  excess  abore  900,000 
marks  and  the  rates  of  the  war  tax  on  property,  from  1  per  cent  on  the  first  900,000 
marks  to  5  per  cent  on  a  million  marks  and  above.  L'Economiste  EuropCen,  July  11 
1018,  p.  20. 
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ibeeriptions  was  practically  negligible.  Subscriptions 
100,000-600,000  marks  rose  from  37.3  per  cent  in  the 
fit  loan  to  51.1  per  cent  in  the  seventh  loan,  while  at 
le  same  time  the  amomxt  of  subscriptions  of  2000  marks 
*  less,  comprising  91.8  per  cent  of  the  total  number  of 
ibscribers  in  the  last  loan,  fell  from  16.5  per  cent  in  the 
Bt  to  12.0  per  cent  in  the  seventh  war  loan.  The  first 
ven  classes  all  show  declines,  altho  the  decreases  are 
dther  alike  nor  continuous  in  every  instance.  The 
Batest  per  cent  of  increase  in  the  amounts  subscribed 
exhibited  by  the  last  class,  embracing  subscriptions 
a  million  marks  or  more,  and  following  closely  are 
ibecriptions  between  100,000  and  500,000  marks.  All 
lese  facts  point  to  the  conclusion,  therefore,  that 
eater  and  greater  reliance  was  bemg  placed  upon 
inking  credit  and  that  popular  subscriptions,  altho 
creasing  in  number,  were  contributing  progressively 
is  and  less  to  the  total. 

The  sum  of  139  billion  marks  was  voted  by  the 
eiehstag  up  to  July,  1918.  In  October,  1918,  the 
nvemment  stood  in  need  of  more  fimds  and  requested 
i  billion  more.  This  amount  was  refused  and  the  gov- 
oment  resorted  to  note  issues  as  a  result. 
According  to  a  speech  recently  made  by  Dr.  Schiffer,^ 
stwhile  Minister  of  Finance,  the  daily  expenditure 
nJng  the  war  rose  from  49  millions  in  1914  to  135  mil- 
ms  in  1918.  The  yearly  expenditures  were  as  follows 
1  biUions  of  marks) :  1914,7.5;  1915,23;  1916,26.6; 
117,39.5;  1918,48.5.  In  addition  credits  were  opened 
r  Germany  to  her  allies  to  the  extent  of  9.5  billions, 
id  treasury  bonds  were  issued  to  the  extent  of  6  bil- 
fOB,  making  a  total  war  expenditure  of  160.6  billion 
bAb.    If  to  this  amoimt,  there  is  added  the  pre-war 

>  New  York  Times,  Febnniy  18, 1919. 


526  QUARTERLY  JOURNAL  OF  KCON0MIC8 

debt,  as  of  October  1,  1913,  4,897  million  marks/  the 
present  indebtedness  of  the  German  Enq>ire  may 
be  put  roughly  at  165  billion  marks.* 


AUSTRIA-HUNGABT  * 

The  expenditures  of  Austria  alone  for  civil  and  wv 
purposes  were  10,706  million  crowns  in  the  fiscal  year 
ending  June  30,  1915;  15,726  millions  in  1916;  18,788 
millions  in  1917;  and  22,170  millions  and  24,321  mil- 
lions, as  estimated  in  the  1918  and  1919  budgets, 
respectively.^  The  declaration  of  the  armistice  and 
consequent  demobilization  will  in  all  probability  gready 
reduce  the  latter  figure. 

The  Budgetary  Conmiittee  of  the  Reichsrat  estimated 
for  the  year  1917  the  ordinary  revenue  to  produce  3,890 
million  crowns  and  extraordinary  taxation  304  millimis, 
a  total  of  4,194  millions  or  18.9  per  cent  of  the  expendi- 
tures.* In  the  1919  estimates  the  revenue  is  placed  at 
4,885  million  crowns  or  20.1  per  cent  of  the  disburse- 
ments. These  deficits  are  covered  partly  by  advances 
from  the  Austro-Himgarian  Bank  and  partly  by  inte^ 

^  Statiatisches  Jahrbuch  fQr  das  deutache  Reich,  1915,  p.  350.  Thk  figure  mi^  be 
taken  as  indicating  the  maximuni  state  of  the  debt  during  the  period,  October  1, 1918i 
and  the  beginning  of  the  war,  since  the  tendency  had  been  to  reduce  the  amount  oat- 
standing  during  the  few  years  prior  to  October  1,  1013. 

*  This  estimate  coincides  roughly  with  that  of  Sir  Edward  Holden,  London  Eeow^ 
mist,  February  1, 1010,  pp.  142  et  seq.  Under  date  of  March  27,  1010,  the  New  Yoik 
Times  published  a  statement  made  by  Dr.  SchifTer  at  Weimar  to  the  effect  that  total  «ir 
expendittiree  to  the  end  of  1018  were  186  billion  marks,  and  rereDuea  17  billkm  maifaflr 
0.1  per  cent  of  the  former.  The  war  debt  was  placed  at  157  billion  marks  and  the  is- 
terest  on  the  debt,  at  7.0  billion  marks.  Annual  expenditures  for  the  future  wen  eiti* 
mated  at  14  billion  marks  as  against  2.4  billion  marks  before  the  war. 

I  German  Austria  has  recently  adopted  a  budget  for  the  period  Norember  1, 1918 
to  June  30,  1010.  A  loan  of  500  million  crowns  was  issued,  eonaistins  of  4  per  eat 
treasury  bonds  pasrable  within  two  and  one-half  years.  The  issue  price  was  07  if  psf" 
ment  was  made  in  specie,  and  00,  if  ono-fourth  of  the  amount  subocribed  for  ww  paid  is 
Austrian  war  bonds  and  the  remainder  in  specie.  Of.  L'Eoonomiste  EuropAen,  Deesoh 
ber  13,  1018,  p.  383. 

«  L'Economiste  I^npais,  January  12, 1018,  p.  86. 

*  Neue  Freie  Presse,  September  26,  1017. 
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nal  loans.  Practically  every  source  of  revenue  has  been 
tapped  to  the  TnaximuTn  limit. 

Expenditures  for  purely  military  purposes  totaled 
38,636  million  crowns  for  the  first  four  years  of  the  war, 
of  which  6,327  millions  were  made  in  1915;  9,513  in 
1916;  11,453  in  1917;  and  11,343  miUions  m  1918.' 

The  war  debt  of  Austria  on  May  24, 1918  was  57,052 
million  crowns,  as  given  by  the  Reporter  on  the  Na- 
tional Debt  to  the  Austrian  Budget  Commission.*  Of 
this  amoimt  16,209  represented  advances  of  the  Austro- 
Hungarian  Bank;  29,275,  proceeds  of  internal  loans 
(tees  conversions) ;  16,209,  advances  of  Austrian  banks; 
and  3,234,  advances  of  German  banks.  On  October  31, 
1918,  the  total  public  debt  of  Austria  was  84,097  million 
erowns,  according  to  the  Annual  Report  of  the  Austro- 
Hungarian  Bank,  of  which  67,955  represented  the 
amount  resulting  from  the  war.* 

The  total  debt  of  Hungary  stood  at  42,891  million 
crowns  on  October  31,  1918,  of  which  33,091  millions 
were  incurred  during  the  war.^  Approximately  16  bil- 
lion crowns  represent  the  net  proceeds  from  loans,  about 
10  billions  are  due  the  Austro-Himgarian  Bank  and  the 
remainder  of  the  war  debt  consists  of  advances  by  pri- 
vate banks.* 

TXJBKBT 

In  normal  years  the  national  revenues  varied  from  25 
to  30  million  Turkish  poimds  but  in  1916,  owing  to  the 
eontinual  decrease  in  import  and  export  duties  through 
the  interruption  of  commerce  receipts  fell  to  21  mil- 
fions.    The  budget  for  1918-19,  estimated  revenue  at 

>  UBoonomkto  Earopten,  Aucott  2, 1918,  p.  77. 

*  Ibid.,  June  7. 1918,  p.  806  and  London  Eoonomiat,  June  29, 1918,  p.  1082. 

*  L'Seonomiete  Eurapien,  Janaary  81, 1919,  p.  78. 
«Ibid. 

*  London  Eoonomkt,  Deoember  28, 1918,  p.  882. 


528 


QUARTERLY  JOURNAL  OF  ECONOMICS 


5 

o 

5 
n 


I 


O 

o 

§ 
1 


e 


1 

< 


a 

s 


I 

o 
a 

m 

0 


&  21 


lO 


lO 


esi 


M 


I 


% 


& 


s 

• 


i5 

If 


5 


5    I 


CO 


£ 


5 


i 

00 


1 
I 


INDBBTBDNES8  OF  PRINCIPAL  BELUQERBNTS   529 

£t  37,016,698  and  expenditure  at  £t  51,402,327,  thus 
leaving  a  deficit  of  £t  14,385,629  to  be  met  by  credit 
operations.^  The  budgetary  deficits  for  the  fiscal  years 
1917  and  1918  were  £t  39,077,556  and  £t  27,430,396, 
respectively.*  Actual  war  expenditiures  have  averaged 
about  five  million  Turkish  poimds  monthly,  the  total 
being  £t  180,000,000  by  the  end  of  1917. 

The  subscriptions  to  the  first  Turkish  internal  loan 
disclosed  a  total  of  £t  17,977,600,  of  which  £t  7,396,260 
were  raised  in  Constantinople  and  the  remainder,  in  the 
provinces.  This  was  the  first  and  only  attempt  on  the 
part  of  the  Ottoman  government  to  defray  military 
expenses  out  of  funds  derived  from  native  sources.* 

The  Ottoman  debt  may  be  estimated  at  £t  414,334,- 
000,  consisting  of  the  following  items:  ^ 

Loans  from  Germany,  to  Aug.  31,  1917 £t  142,000,000 

Loans  from  Austna-Hungaiy 8,200,000 

Requisitioiis  and  deferred  payments 38,000,000 

Borrorwed  finom  Germany  in  October,  1917 . .  56,500,000 

First  internal  loan 17,978,000 

Total  war  debt £t  262,678,000 

debt 151,656,000 


Total  pubUc  debt £t  414,334,000 

The  details  of  the  first  six  issues  of  Turkish  notes  in 

Germany  may  be  gleaned  from  articles  in  the  Frank- 

\furter  Zeitung.*    The  first  issue  of  £t  5,661,000  payable 

moL  months  after  peace  is  declared,  is  secured  agamst  a 

depoAt  of  £t  3,552,000  in  gold  held  in  Germany  and 

*  lAMkm  EeooomiiC  February  23. 1918. 
«  StatMBUUi't  YcMfoook,  1917.  p.  1352. 
>  lAMkm  Eoooonikt,  September  7. 1918.  p.  300. 

*  WIeuwe  BottcrdAinaebe  Counuit,  December  5.  1917  and  Statesman's  Yearbook, 
\  917.    Una  eatimate  ezdudea  a  loan  rumored  to  have  been  made  shortly  before  the 

■VitalalkMi  of  Oennany  and  reported  as  varsring  from  32  to  45  million  Turkish  pounds. 
Jd&mitm  Ewwomist,  September  7, 1918.  p.  300.   On  the  bulk  of  these  loans,  floated  out- 
Mt«f  Tarhqr  proper,  there  are  no  interest  eharfes  to  be  met. 

*  Oalobsr  12  and  15,  1917,  in  particular. 
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£t  2,109,000  held  in  Austria.  The  second  issue  of 
£t  7,802,000  and  the  third  issue  of  £t  11,700,000  are 
both  payable  one  year  after  peace,  being  covered  by  Ger- 
man exchequer  bonds.  The  fourth  loan  of  £t  27,777,940, 
repayable  in  gold  from  three  to  seven  years  after  the 
declaration  of  peace,  was  issued  against  Goman  ex- 
chequer bonds  and  is  payable  from  eight  to  eleven  yeais 
after  peace.  The  German  government  at  the  same 
time  guaranteed  that  the  Turkish  pound  would  never 
be  allowed  to  fall  below  18.45  marks. 

Although  the  law  of  April  8, 1916,  placed  the  currency 
on  a  gold  basis,  Turkey  is  now  almost  completely  on 
a  paper  basis.  The  currency  is  greatly  depreciated.  In- 
formation from  German  sources  had,  early  in  1917, 
placed  the  discoimt  on  paper  mon^  between  50  and  75 
per  cent  in  Constantinople  and  between  75  and  80  per 
cent  in  Bagdad  and  Syria.^  It  is  also  reported  that  the 
Cabinet  has  recently  decided  on  the  decimal  system  of 
coinage  and  metric  system  of  weights  and  measures.* 


Louis   Ross   GOTTLDBB. 


PuBuc  Service  CoBoassiON, 
New  York  City. 


1  Article  by  Dr.  C.  A.  Schaefer  in  Arohiv  fdr  WirtachaftsfofBchuiic  in  Oriflot, 
April.  1917. 

*  London  Economist,  September  7,  1018,  p.  300. 
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SUMMARY 

Importance  of  iron-ore  reserves  of  Lorraine,  531.  — Comparison  with 
of  other  countries,  534.  —  Quality  and  location  of  French  re- 
merveB,  535.  —  Dependence  of  German  steel  industry  upon  Lorraine, 
536. — Also  of  Frmch  steel  industry,  538. — Probable  French  policy  of 
oontrol,  540.  —  Ck>al  production  of  France  and  Germany,  544.  —  Ln- 
povianoe  of  the  Saar  district,  547.  —  German  pre-war  view  of  impor- 
tance of  controlling  iron  in  the  interest  of  militancy,  552. 

The  victory  of  the  Allies  in  the  late  world  war  puts  an 
end  —  for  the  present  at  least  —  to  the  pan-German 
ironmaster's  dream  of  an  industrial  hegemony  based 
upon  national  selfnsufficiency  with  regard  to  the  control 
of  the  sources  of  raw  materials.  This  dream  was  appar- 
ently a  cause  of  the  war  just  closed.  In  the  acquisition 
of  Alsace-Lorraine  in  1870-71  Germany  recognized  the 
possibilities  for  her  iron  and  steel  manufactures  involved 
in  the  possession  of  extensive  iron-ore  fields.  The  rapid 
growth  of  the  German  iron  and  steel  industry  during  the 
two  decades  immediately  preceding  the  war  was  based 
in  part  upon  the  control  of  the  iron  ores  of  Lorraine.  Had 
Germany  won  the  war  there  is  little  doubt  that  this  con- 
trol would  have  been  extended  over  the  rich  ore  fields  of 
northeastern  France.  The  defeat  of  Germany,  however, 
will  not  only  frustrate  her  ambition  to  increase  her  pos- 
sessions of  valuable  ore  properties  but  deprive  her  of 
what  she  had  gained  in  the  Franco-German  War  of 
1870-71. 

The  restitution  of  Alsace-Lorraine  will  return  to 
France  the  possession  of  over  two  billion  tons  of  iron 

68r 
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ore,  and  with  the  supplies  in  the  adjoining  territory  of 
French  Lorraine,  will  give  to  that  country  the  finest 
iron-ore  basin  in  E\ux)pe,  and  one  of  the  fitnest  in  the 
world.  The  magnitude  of  the  iron-ore  reserves  of  Lor- 
raine —  both  German  and  French  —  may  be  indicated 
by  a  brief  description  of  the  region  in  which  these  de- 
posits are  located  and  a  comparison  with  the  total  re- 
serves of  Europe  and  with  the  leading  iron-ore  fields  in 
other  parts  of  the  world. 

The  Lorraine  area  forms  a  part  of  a  great  basin  of 
ores  (minette)  embracing  a  part  of  northern  France, 
southwestern  Germany,  Luxemburg  and  southern 
Belgium.  The  mining  region  of  French  Lorraine  com- 
prises about  150,000  acres  with  a  possible  addition  d 
30,000  acres.^  This  field  is  divided  into  certain  folds  (ur 
basins,  of  which  the  basin  of  Briey  is  the  most  impor- 
tant and  contains  about  two-thirds  of  the  estimated 
supplies  of  French  Lorraine.*  German  Lorraine  is  some- 
what more  compact  covering  an  area  of  about  106,000 
acres.'  This  area  has  supplied  the  iron  and  steel  indus- 
try of  western  Germany  with  the  greater  part  of  its  ore. 

In  1910  the  actual  or  proved  reserves  of  iron  ore  with 
their  equivalent  metallic  iron  content  were  estimated  for 
the  Lorraine  region  as  shown  by  the  table  on  page  533.^ 

Out  of  this  enormous  total  of  actual  or  proved  ore 
reserves  France,  with  the  possession  of  what  has  been 
German  Lorraine,  will  have  in  this  field  deposits 
amounting  to  5,330,000,000  tons,  capable  of  yielding 

>  The  Iron  and  Coal  Trades  Review  (London),  December  0,  1918,  p.  688. 

s  Bulletin  of  the  American  Institute  of  Mining  Engjneen,  Septanber,  1918,  PP- 
1492-96. 

*  The  Mineral  Industry  for  1917,  p.  357.  The  Mineral  Indnstiy  is  poblUMd  nt^ 
by  the  McGraw-Hill  Book  Company  of  New  York. 

*  Iron  Ore  Resources  of  the  World,  vol.  i,  pp.  zzvi,  zzvii,  sliii  and  dr.  Tte  ht^ 
•orvey  which  has  yet  been  made  of  the  iron-ore  reeouroes  of  the  world  «m  that  od*^ 
taken  at  the  initiative  of  the  Executive  Committee  of  the  Eleventh  Tutmiational  0^ 
locical  Congress  hekl  in  1910  at  Stockholm,  Sweden.  The  reaults  of  the  mtmj  «■* 
published  in  two  larce  volumes  with  the  above  title. 
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(000*t  omittod) 


F^oudi  Lorratiie . 
Ctennan  Lonaine 

Luxemburg 

Bdghim 

Total 


Aotttftl  ore 
■upldiesi 


(metric  tone) 

3,000,000 

2,330,000 

270,000 

62,000 


5,662,000 


Equivalent 

metaUio 
iron  eontent 


(metric  tone) 

1,000,000 

755,000 

90,000 

25,000 


1,870,000 


Potential  ore 
auppliee> 


Very  ooDfliderable 


1,755,000,000  tons  of  iron.  The  iron-ore  reserves  of 
German  Lorraine  constituted  nearly  two-thirds  of  the 
proved  deposits  of  the  German  Empire,  and  those  of 
French  Lorraine,  over  90  per  cent  of  the  estimated  total 
of  France.  The  results  of  the  redistribution  of  these 
supplies  upon  the  reserves  of  the  two  coimtries  named 
may  be  indicated  as  follows :  ^ 

(OOO's  omitted) 


Fkancb 

Gbrmakt 

Tim 

Actual  ore 
•uppUee 

Equivalent 

metallic 
iron  content 

Actual  ore 
supplies 

Equivalent 

metallic 
iron  content 

Before  the  war 

After  the  war 

(metric  tons) 

3,300,000 
5,630,000 

(metric  tone) 

1,140,000 

1,895,000 

(metric  tons) 

3,607,700 
1,277,000 

(metric  tons) 

1,270,000 
515,000 

The  proved  iron-ore  reserves  of  all  Europe  were 
computed  m  1910  at  12,031,900,000  metric  tons  with  an 
equivalent  metallic  iron  content  of  4,732,800,000  metric 
tons.  The  supplies  of  France,  therefore,  as  a  conse- 
quence of  the  war,  now  constitute  over  45  per  cent  of 

>  Tbe  tenn  actual  is  used  to  ngnify  proved  and  commercially  valuable  ore.  Poten- 
tial ia  the  word  used  to  deaicnate  ore  supplies  which  under  present  eonditiona  eannot 
be  proAtaUy  eiq»loited«  because  of  low  iron  content,  unf avcMiible  location  with  re^Mot 
to  msaiw  of  transportation,  or  deleterious  ingredients.   The  dividing  line  is  by  no  means 


of  the  World,  vol.  i,  pp.  Izziii-lzzy. 


*  IrooOre 
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the  estimated  actual  iron-ore  reserves  of  Europe,  and 
over  40  per  cent  of  their  iron  content. 

AU  but  300,000,000  tons  (a  little  over  5  per  cent  of 
the  total)  of  the  French  deposits  are  in  a  tolerably  com- 
pact area,  and  not  very  far  from  coal.^  In  these  req)eetB 
the  ore  resources  of  France  differ  from  thoee  of  other 
important  ore-producing  coimtries  of  Ehirope.  Hie 
remaining  reserves  of  Germany  while  still  great  aie 
diffused  over  a  considerable  territory.  The  large  sup- 
plies of  Great  Britain  *  are  also  rather  scattered,  and 
those  of  Russia  are  distributed  over  a  very  wide  area. 
The  well-known  deposits  of  Spain  and  the  magnificent 
reserves  of  northern  Sweden  are  located  in  countries  or 
r^ons  with  very  limited  supplies  of  coal. 

The  Lorraine  region  is  one  of  the  six  leading  iron-ore 
districts  of  the  world.  These  districts  with  thdr  re- 
serves, as  estimated  in  1910,  are  tabulated  below:  < 


Leading  Iron-Orb  Districts  of  ' 

(OOO't  omitted) 

IHX  WORI.D 

Territoriee 

Actual  ore 
supplies 

Equivmlent 

metallic 
iron  content 

Potential 
ore  suppBea 

EquiTsknt 

Tiake  Superior,  U.  S. . . 

Lorraine: 

France,     Gennany, 
Luxemburg,  Belgium 

Northern  Sweden 

Oriente,  Cuba 

Bell  I.,  Newfoundland 

Minas  Geraes,  Brazil . . 

(metric  tons) 

3,500,000 

5,662,000 
1,035,000 
1,903,000 
3,635,000 

•   •   •   • 

(metric  tons) 

2,000,000 

1,870,000 
670,000 
856,800 

1,961,000 

•   •   ■   • 

(metric  tons) 
72,000,000 

Very  con- 
siderable 
178,000 

1,007,000 

4 

•  »   • 

5,710,000 

(metric  tfloi} 

36,000,000 

105,000 

454,000 

3,055,000 

>  This  coal,  however,  is  mainly  within  German  territory. 

»  Iron  Ore  Reserves  of  the  World,  vol.  i,  pp.  Izxiii-Ixxv.  The  actual  resenra  d 
Great  Britain  were  computed  at  1,300,000,000  tons  with  an  iron  content  of  455,000,000 
tons.  The  potential  reserves  were  estimated  at  a  very  much  higher  figure  —  over  37 
billion  tons,  exceeding  that  of  any  other  coimtry  in  Europe. 

*  Iron  Ore  Reserves  of  the  World,  vol.  i,  pp.  zzvi-lzziz.  See  also  BuOetin  of  Ameri- 
can  Institute  of  Mining  Engineers,  September,  1918,  pp.  1472-1479. 

*  The  potential  supplies  of  western  Newfoundland  are  given  as  *'  enonnoua.'*  These 
ores,  however,  contain  much  titanium  which  \mder  present  metaUur^eal 
materially  reduces  the  value  of  the  ore. 


IBON-OEE  PROBLEM  OF  LORRAINE  535 

Since  1910  some  of  these  estimates  in  the  more  re- 
cently surveyed  fields  have  changed.  The  proved 
leeerves  of  the  Province  of  Oriente,  Cuba,  are  now  esti- 
mated at  3,000,000,000  tons,  and  those  of  Minas  Gleraes, 
Brazil,  at  approximately  3,500,000,000  tons.^  The 
resources  of  northern  Sweden  are  aJso  rated  somewhat 
more  highly  than  the  above  figures  indicate,  and  the 
potential  ore  supplies  of  the  LiJ^e  Superior  district  are 
materially  reduced  imder  later  estimates. 

The  importance  of  the  Lorraine  field  is  not  alone  indi- 
cated by  the  richness  of  its  ore  deposits.  None  of  the 
other  great  reserves  above  tabulated,  including  even  the 
Lake  Superior  region  of  this  country,  are  so  favorably 
ntoated  with  respect  to  the  sources  of  coal  and  lime- 
stone —  barring  the  question  of  political  boundary  lines 
—  and  so  near  some  of  the  leading  markets  for  iron  and 
steel  goods.  The  deposits  of  northern  Sweden,  Cuba 
and  Brazil  are  located  in  regions  with  a  very  inadequate 
eoal  supply.  Even  in  the  case  of  the  Lake  Superior 
deposits  which  are  near  enough  to  the  Great  Lakes  to 
afford  the  advantages  of  cheap  water  transportation,  the 
cost  of  ore  at  blast  furnaces  at  lower  lake  ports  and  in 
the  Pittsbui^  district  is  practically  doubled  by  the  ex- 
pense of  shipment.*  It  is  true  that  in  iron  content  per 
unit  of  output  the  ores  of  Lorraine  are  inferior  to  those 
of  Sweden,  Brazil,  Newfoimdland,  and  Lake  Superior.' 

>  B.  C.  Harder  of  U.  S.  Gec^ocioal  Survey,  in  Bulletin  of  American  Institute  of  Min- 
IbC  Encineen,  September,  1918.  p.  1472.    Also  page  1470. 

t  The  Commiadoner  of  Cknporations  in  his  Report  on  the  Steel  Industry  estimated 
tlia  book  cost  oi  ore  at  lower  Lake  ports,  including  general  expenses,  taxes  and  depreda- 
tkm  at  $2.64  per  gross  ton.  Of  this  total  the  rail  freight  amounted  to  $0.67,  and  the 
Jjtkm  frdght,  inffhiding  marine  insurance,  to  $0.74.  See  Report,  Part  III,  p.  34.  Out 
at  m  total  cost  ci  $2.64,  $1.41  constituted  transportation  charges.  Before  the  outbreak 
at  war  in  Europe  the  price  of  standard  non^Bessemer  Meeabi  ore  (51.50  per  cent  iron 
•OBtent)  at  lower  Lake  ports  was  quoted  at  an  average  price  for  the  years  1911-14 
St  $8.16  per  gross  ton.    About  half  of  that  price  represented  transportation  charges. 

•  The  iron  eontent  of  Lorraine  ores  averages  about  35  per  cent.  The  ores  (rf  Sweden 
aad  Braail  range  from  66  to  70  per  cent  and  those  of  Newfoundland  and  Lake  Superior 
from  60  to  60  per  eent. 
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It  may  also  be  pointed  out  that  owing  to  the  relativdy 
large  proportion  of  phosphorous  in  these  ores  they  are 
not  suited  for  the  manufacture  of  certain  grades  of  sted.^ 
These  disadvantages,  however,  are  m<»re  than  offset  far 
ordinary  iron  and  steel  manufacture  by  their  geographi- 
cal location. 

The  importance  of  the  Lorraine  deposits  is  further 
emphasized  by  the  fact  that  in  the  years  immediately 
preceding  the  outbreak  of  hostilities  they  were  wap^^ 
ing  the  bulk  of  the  iron  ore  of  the  two  leading  or&^so- 
ducing  countries  of  Europe,*  and  were  furnishing  the 
raw  material  upon  which  their  iron  and  steel  industiiflB 
were  built.   In  1913  the  iron-ore  production  of  Germany 
(excluding  Luxemburg)  amounted  to  26,771,598  tons.* 
This  production  was  greater  than  that  of  any  other 
coimtry  in  the  world  except  the  United  States.    Of  the 
German  output  21,135,554  tons  were  mined  in  Lorraine.^ 
If  the  production  of  Luxemburg  amoimting  to  7,332,000 
tons  were  added  to  that  of  German  Lorraine  we  should 
have  an  iron-ore  output  for  the  Luxemburg-Lonaine 
district  of  nearly  28,500,000  tons,  and  for  the  territory 
embraced  within  the  German  Customs  Union  of  over 
34,000,000  tons.'    France  produced  m  1913,  21,572,835 
tons  of  iron  ore,  of  which  over  90  per  cent  was  produced 

1  For  the  making  of  Bessemer  steel,  i.e.,  acid  Bessemer,  the  Lorraine  ores  are  aft- 
suited.  For  some  kinds  of  manufacture  Bessemer  steel  is  superior  to  banc  steel  and  for 
some  kinds  of  ordnance  material  low-phosphorus  steel  is  neoeesary.  Bessemer  oie  moii 
not  contain  more  than  one  part  phosphorus  to  1,000  parts  metaUio  iron.  In  the  esse  d 
low-phosphorus  ore  the  proportion  of  phosphorus  allowable  is  lees  than  half  thst  of 
Bessemer.  The  best  ore  field  now  known  for  Bessemer  and  low-phoephonie  oies  h  tfast 
of  Braiil. 

'  The  production  of  iron  ore  in  the  United  Kingdom  which  ranked  third  amoof  ^ 
ooimtries  of  Europe  was  15,907,328  tons.  While  the  United  Kingdom  prodoflsd  IM 
ore  than  France  she  surpassed  that  country  in  the  manufacture  oC  pig  iron  and  sIseL 

•  Mineral  Resources  of  the  United  Stotes,  1915,  p.  318.  Work  pabliahsd  Iqr  tin 
U.  S.  Geological  Survey. 

«  The  Mineral  Industry  for  1917,  p.  357. 

•  The  Iron  Trade  Review,  January  2,  1919,  p.  30,  and  Mineral  Resoaross.  WA, 
p.  318.    The  Iron  and  Coal  Trades  Review  (London)  gives  the  prodaetioo  of 
burg  for  1913  as  7,332,000  tons.    See  number  of  November  5,  1918,  p.  617. 
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atuning  districts  of  Briey,  Nancy,  and  Longwy  — 
b  is  called  French  Lorraine.  Altogether,  therefore, 
rraine  field  was  supplying  Europe  just  before  the 
ith  an  annual  ore  tonnage  of  between  45  and 
ions. 

immense  production  formed  the  basis  of  the 
ling  iron  and  steel  industry  of  Germany  and  was 
ndation  of  the  iron  and  steel  manufactures  which 
own  up  in  France.  Without  the  exploitation  of 
>rraine  deposits  the  astonishing  development  of 
n  and  steel  industry  of  Germany  would  be  un- 
ble,  and  the  acquisition  of  a  large  part  of  these 
»  by  Germany  in  1871  was  doubtless  a  factor  in 
ing  this  development.  The  importance  of  the 
le  deposits  in  relation  to  this  industrial  growth  is 
licated  alone  by  the  iron  and  steel  manufactiures 
ce-Lorraine,  but  by  the  fact  that  the  entire  indus- 
the  Rhenish-Westphalia  and  the  Saar  districts, 
led  upon  Lorraine.^  These  districts  are  within 
»ch  of  the  region  discussed,  and  with  Lorraine- 
burg  produced  the  bulk  of  the  iron  and  steel  of 
ny.  The  pig  iron  production  of  Germany  in  1913 
ted  to  19,291,920  tons,  and  was  distributed  among 
Ferent  provinces  in  the  following  proportions:  * 

nrnoN  op  the  Total  Pio~iron  PRODUcnoN  op  Gbbmant 
rcLUDiNG  Lxtxembubg)  bt  Dippebbnt  Pboyinges,  1913 

Distriei  P«roentacs 

inland-Westphalia 42.5 

eriandy  Lahn,  and  Hesse-Naasau 5.1 

lia 5.2 

tral  and  East  Germany 5.2 

aria,  WQrttemburg,  and  Thuringia 1.6 

• 7.1 

•aine  and  Luxemburg 33.3 


rnde  Review,  January  2.  1919.  p.  30. 

boo  and  Coal  Trades  Review  (London),  January  16,  1914,  p.  97.    Ficurea 

Erom  tlie  Statistioal  Bureau  of  the  Verein  Deutsoher  Eieen-  und  Stahl-Indua- 
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It  will  be  observed  that  the  Rhenish-Westphalia  and 
Saar  districts  and  Lorraine  and  Luxemburg  produoedk 
1913  over  80  per  cent  of  the  pig-iron  output  of  the  teni* 
tory  embraced  within  the  German  Customs  Ubicil 
Historically  and  geographically  the  iron  and  sted  indnh 
try  of  these  districts  is  intimately  bound  up  with  the 
mining  development  of  Lorraine. 

It  is  not  to  be  overlooked,  however,  that  Germany  ii 
recent  years  has  been  a  heavy  importer  of  iron  oiti 
While  the  bulk  of  this  raw  material  in  the  pre-war  period 
came  from  domestic  sources  the  proportion  supplied  If 
foreign  coimtries  was  increasing.^  In  1913  the  importa- 
tion of  iron  ore  amoimted  to  over  14,000,000  tons,  of 
which  4,558,000  tons  came  from  Sweden,  3,811,000  team 
from  France  and  3,632,000  from  Spain.'  The  significant 
importation  from  France,  however,  represents  a  supply 
from  the  same  soiu'ce  as  the  domestic  output,  but  on  the 
other  side  of  a  political  boundary  line. 

The  French  iron  and  steel  industry  has  been  eveo 
more  dependent  upon  Lorraine  ore  than  the  German. 
The  manufacture  of  iron  and  steel,  however,  notwith- 
standing the  great  ore  production  and  reserves  of  the 
coxmtry,  has  imdergone  no  such  striking  development 
as  in  Germany.  The  iron-ore  resoiu'ces  of  France  wen 
nearly  as  great  as  those  of  her  neighbor,  and  the  deposits 
of  French  Lorraine  has  been  estimated  at  a  higher  figure 
than  those  of  German  Lorraine.  Nevertheless,  while  the 
output  of  pig  iron  in  Germany  in  1913  amounted  to  19,- 
291,920  tons,  that  of  France  was  only  5,311,316  tons.' 
Dming  the  same  year  Germany  produced  18,958,819 

1  Commercial  Relations  of  the  United  States,  1912,  publiahed  by  tha  Bven  d 
Foreisn  and  Domestio  Commerce,  pp.  86-39.  In  1911  the  importatkHi  off  iron  of*  i^ 
Germany  amounted  to  10,820,486  metric  tons,  and  in  1912,  to  12,120,000  matris  toni^ 

*  Iron  Trade  Review,  January  2, 1919,  p.  80. 

*  Mineral  Industry  for  1917,  p.  846.  The  figures  are  giYen  in  meCrie  teas  (UOil 
pounds). 
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kms  of  steely  and  France  only  41419,241  tons.^  In  other 
wordBf  France  with  an  iron-ore  production  equivalent  to 
about  two-thirds  that  of  Germany  (includmg  Luxem- 
burg) and  reserves  nearly  as  great  had  a  pig-iron  output 
oonsiderably  less  than  one-third  and  a  steel  production 
of  less  than  one-fourth. 

French  iron  and  steel  manufacture  absorbed  only  a 
IMurt  of  the  country's  output  of  ore.  The  situation  may 
be  indicated  by  comparing  the  production  with  the  ap- 
parent consumption  in  the  two  calendar  years  imme^ 
diately  preceding  the  outbreak  of  war. 

CoMBUifFnoN  or  Ibon  Obb  in  Frangb,  1912  and  1913  * 

1912  1913 

(tons)  (toDs) 

Production... 18,858,668  21,572,835 

ImportB 1,454,190  1,417,063 

Esparto 8,323,712  9,745,863 

Apparent  oonsumption . .     11,989,146  13,244,035 

In  1912  the  net  exports  of  iron  ore  of  France  amoimted 
to  6^9,522  tons  with  an  apparent  consumption  of  11,- 
189,146  tons,  or  less  than  two-thirds  of  the  year's  pro- 
unction.  In  1913  the  net  exports  were  8,328,800  tons, 
or  considerably  more  than  one-third  of  the  annual  pro- 
duction, leaving  for  home  consumption  13,244,035  tons. 
b  other  words,  the  net  exports  of  iron  ore  from  France 
li  the  years  just  prior  to  the  war  were  about  35  per  cent 
of  her  annual  production.  In  contrast  with  this,  Ger- 
iWDjr's  imports  of  iron  ore  for  the  same  two  years  were 
12,120,090  and  14,017,000  tons  respectively,  and  her 


TwliMtiji  for  1917,  p.  347.  The  tonnagf  for  steel  *re  given  in  terme  of 
hffitB  and  mitintt  A  iB^tly  hither  figure  ie  given  in  the  Iron  and  Coal  TVadea 
luinr,  April  10^  1014,  p.  641,  for  the  prodoetion  of  steel  in  FVanoe. 


*  IfiMnl  BcMveea  of  the  U.  B.,  1015,  p.  318,  and  Mineral  Indoetries  during  1918» 

*^4ia. 
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annual  exports  only  a  little  over  2,000,000  tons.^  G€^ 
many  with  an  iron-ore  production  consid^ably  laiger 
than  that  of  France,  and  including  within  her  tariff 
boundary  line  the  added  output  of  Luxemburg,  had  in 
1912  and  1913  a  net  importation  of  ore  equivalent  to 
about  one-third  of  her  domestic  production.* 

The  war  just  closed  has,  by  the  restoratJon  of  Alsace- 
Lorraine,  added  to  the  already  great  reserves  of  France 
the  deposits  from  which  the  German  iron  and  sted  in- 
dustry has  drawn  the  greater  part  of  its  ore.  WHHl  this 
addition  result  in  the  transfer  of  this  great  industry  to 
France  ?  Does  the  loss  of  Lorraine  mean  the  comply 
or  partial  demoralization  of  German  steel  manufacture  T 

It  is  evident  that  many  French  writers  and  statesmen 
look  forward  to  a  development  of  the  iron  and  sted  in- 
dustry in  France  corresponding  to  its  wonderful  growth 
in  Germany  in  the  pre-war  period,  and  probably  greatJ^jr 
surpassing  it.  The  support  which  the  German  industry 
gave  to  the  military  operations  of  the  Central  Powen 
has  given  birth  to  a  desire  on  the  part  of  many  to  see 
this  industry  in  Germany  crippled,  or  at  least  its  Ck)n- 
tinental  leadership  taken  away. 

It  is  well  known  that  in  the  manufacture  of  iron  and 
steel  a  large  amoimt  of  coal  is  consumed.  It  is  also  wdl 
known  that  while  France  possesses  some  important  coal 
deposits  her  coal  resources  are  not  very  extensive  and 
her  consumption  of  coal  far  exceeds  her  production.  The 
Lorraine  district  which  has  been  recently  added  to  her 
territory  brings  with  it  no  material  addition  of  coal.  Tlie 
redistribution  of  territory  between  France  and  Germany 

1  Bureau  of  Foreign  and  Domestio  Commerce:  Commercial  RelatioDi  of  tke 
United  States,  1012,  pp.  36,  30,  and  Iron  Trade  Review,  January  2,  1919,  p.  30. 

'  The  production  of  iron  ore  in  Germany  (including  Luxemburg)  in  191i  w    I; 
33.180.258  metric  tons  and  in  1013,  34,103,508  metric  tons  (26,771,508  for  Gcnuaf 
proper  and  7,332,(X)0  for  Luxemburg).    Mineral  Resources,  1915,  p.  318,  and  Iron  tad 
Coal  Trades  Review  (London),  November  5,  1018,  p.  517. 
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virtually  amounts  to  putting  iron  ore  on  one  side  of  a 
political  boundary  line  and  coal  on  the  other. 

This  division  of  material  resources  would  not  seriously 
affect  the  economic  situation  if  iron  ore  and  coal  were 
left  free,  or  relatively  so,  to  pass  between  the  two  coun- 
tries under  consideration.  But  this  freedom  comes  into 
conflict  with  a  strong  national  purpose  to  keep  French  ore 
at  home  and  make  it  contribute  to  the  upbuilding  of  a 
great  iron  and  steel  industry  in  France.  Furthermore 
the  Germany  industry  being  looked  upon  as  something 
of  a  military,  as  well  as  a  commercial,  menace  Lorraine 
ore  must  no  longer  constitute  its  basis  as  in  the  past. 
The  old  interchange  of  French  ore  for  German  coke  is 
pronounced  out  of  question.^ 

How  far  a  politicid  or  patriotic  purpose  can  modify  an 
industrial  condition  depends  upon  a  number  of  factors. 
An  unwise  fiscal  policy  can  injxu^  and  sometimes  destroy 
an  industry.  A  tariff  barrier  may  interrupt  or  change 
the  normal  current  of  trade.  But  the  enactment  of  a 
le^slative  body  or  the  decree  of  an  international  coimcil 
cannot  change  natural  resoiu'ces  or  alter  geographical 
facts.  Political  boimdary  lines,  it  is  true,  may  be  made 
to  conform  to  such  conditions,  but  the  successful  con- 
Bummation  of  any  political  aim  depends  upon  its  adap- 
tation to  the  natural  and  economic  possibilities  of  the 
situation. 

Are  those  who  look  forward  to  a  rapid  and  extensive 
development  of  a  French  iron  and  steel  industry  based 
upon  Lorraine  ore  justified  in  their  anticipations  ?  Or 
do  such  anticipations  come  into  conflict  with  an  eco- 
nomic condition  ? 

It  is  xmsafe  to  make  predictions,  as  there  are  many 
circumstances  in  the  present  industrial  situation,  the 

1  The  tttoatioD  it  ditcusMd  in  a  aeries  of  articles  published  in  L' Information  by  M . 
C.  Mftrqoet  (Intemeur  C^vil  des  Mines). 
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influence  of  which  it  is  impossible  to  gauge.  However, 
certain  facts  in  this  situation  may  be  pointed  out,  anda 
rou^  estimate  made  of  their  probable  influence.  Some 
of  these  facts  are  well-known  and  appreciated,  and 
others  are  popularly  ignored. 

In  the  manuf actiu^  of  some  iron  conmiodities  and 
most  articles  of  rolled  steel,  the  consumiption  of  coal 
(including  coke)  is  greater  than  that  of  iron  ore.  The 
oft-repeated  statement  that  it  takes  more  coke  than  en 
to  produce  a  given  amount  of  pig  iron  is  not  true  oi  tlie 
product  of  the  blast  fiunace  of  today.  The  tendency  for 
the  ore  to  move  toward  the  coal  rather  than  for  the  coal 
to  travel  toward  the  ore  cannot  be  explained  by  the  rdfr- 
tive  quantities  of  ore  and  coal  necessary  to  produce  a 
ton  of  pig  iron.  This  can  be  seen  by  comparing  the  pro- 
portionate amoimts  of  material  entering  and  leaving  a 
modem  blast  furnace  when  a  ton  of  pig  iron  is  manu- 
factured out  of  ordinary  ore  containing  about  50  per 
cent  of  iron : 

Entering  the  Furnace  Leaving  the  Furnace 

(tOIM)  (tOM) 

Iron  ore 2  Pig  iron 1 

Coke 1  Slag 0.5 

Limestone 0.5  Gases 6 

Air 4 

7.5  7.5 

It  will  be  observed  that  in  the  case  of  50  per  cent  iitm 
ore  the  approximate  proportion  of  coke  to  ore  used  in 
the  smelting  process  is  one  to  two.  In  the  case  of  low- 
grade  ores  the  coke  consumption  is  greater,  but  less  than 
the  quantity  of  ore  used.  In  the  manufacture  of  coke 
the  amount  of  coal  consumed  varies  considerably,  but 
with  superior  grades  foiu*  tons  are  required  to  make 
three  tons  of  coke. 
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The  greater  part  of  the  pig-iron  production  of  the 
world  is  converted  into  steel.^  In  1916  the  pig-iron  pro- 
duction of  the  United  States  amoimted  to  39,434,797 
gro68  tons,  and  the  steel  output  (in  terms  of  steel  ingots 
and  castings),  to  42,773,680  gross  tons.*  In  1913,  as  has 
already  been  noted,  the  pig-iron  production  and  steel 
output  of  Germany  were  19,291,920  and  18,958,819 
metric  tons,  respectively,  and  the  corresponding  figures 
for  France  were  5,311,316  and  4,419,241  metric  tons.* 
It  is  especiaUy  in  the  advanced  stages  of  steel  manufac- 
ture that  the  aggregate  fuel  costs  mount  high  enough  to 
make  it  an  object  for  the  producer  to  be  nearer  his  coal 
supply  than  his  sources  of  iron  ore.  In  the  production 
of  certain  forms  of  rolled  steel  the  amount  of  fuel  con- 
sumed is  as  much  as  foiu*  tons  of  coal  to  one  ton  of  steel.^ 

In  addition  to  this  influence  operating  on  the  produc- 
ing side  of  steel  manufacture  is  that  of  the  desirabiUty 
of  being  near  the  leading  markets  for  steel  goods.  The 
bulk  of  the  steel  consumed  imder  modem  industrial  con- 
ditions takes  the  forms  of  railway  material  including 
rails,  structiuul  shapes,  heavy  machinery,  plates,  and 
the  like,  and  the  principal  markets  for  such  products 
are  in  great  manufacturing  centers  located  near  coal- 
producing  regions. 

As  long  as  coal  remains  the  most  important  source  of 
power  in  the  operation  of  modem  machinery  and  its  con- 
sumption per  unit  of  steel  output  continues  to  be  prac- 
tically what  it  is  at  present,  the  iron  and  steel  industry 
will  tend  to  seek  the  coal  area.    Lake  Superior  ore  will 

t  The  eooTerakm  araAUy  takes  place  in  one  heat,  i.e.,  the  iron  ie  not  allowed  to  oool 
ove  bnncinc  it  to  the  Beieemer  oonrerter  or  the  open-hearth  furnace. 

a  Aiuraal  Statistical  Report  of  the  American  Iron  and  Steel  Institute,  1916.  pp.  8 
83.    The  apparent  statistical  discrepancy  in  the  outputs  of  pig  iron  and  steel  is  ex- 
bj  the  larsB  use  of  scrap  material  in  steel  manufacture. 

a  liineral  Industry  for  1917,  pp.  346  and  347. 

«  The  writer  is  indebted  for  Uiis  information  as  well  as  other  teehnical  details  em- 
in  this  article  to  Bradley  Stoughton. 
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«wd  FemiBrlvaiiia  coal  mther  than  Pennsyl- 
al  lowd  Lake  Superior  ore.^  Swedish  ore  will 
omTci  towaid  Gcfman  and  Rntfrih  coal  rather  than  the 
coal  B  the  rrrene  dneetioD. 

The  acoasian  with  rapeet  to  coal,  biooi^t  about  by 
the  lefeUiiLikai  of  Ahace-Lonaine  to  France,  may  becan- 
SKkfcd  vidi  lefeicnce  to  the  eoal  inoductifm  and  trade 
«f  that  ccnBiiT  in  conqparison  with  that  of  Gennany,  the 
ccflBiiMntrre  iwumces  of  the  two  ooontries  in  the  bho- 
ptodnct  and  the  efforts  and  iHopoaals  of  Freodi 
and  statesmen  to  meet  the  situataan. 
1^  pRdhKtaon  of  coal  in  France  and  Gennany,  in  the 
tw^  caleadar  Tears  immediate  preceding  tiie  war, 
grree  ict  short  tons,  were  as  fdlows:  * 


mi 

19U 

45.534,448 

45,106^ 

Sl,97»,467 

ao5,n4^ 

Tbe  output  cf  Germany  in  each  of  the  years  ooo- 
sienpd  v:is  lietwem  six  and  seven  times  that  of  Franee. 
In  bvvh  Fr:&nce  azKl  G^many  production  was  largdy 
coc\'^c:»:^  in  a  few  districts.  About  70  per  cent  rf 
lis?  oc:rc;  of  Framce  came  from  the  Nord  and  Pas^e- 
CaIa^s  districts  —  the  latter  producing  about  half  that 
vc  th'e  vvcntry.'  The  mining  of  coal  in  Germany,  while 
oc^^atevi  en  a  lAirfy  large  scale  in  various  parts  of  the 
occntry .  i?  most  exteMvely  carried  on  in  the  Ruhr  db- 
trie:,  the  ciitput  of  which  was  about  one^ialf  that  of  the 
enirir^  in  li^i2  and  1913.* 


T'^*"^  r3i«  >ws  «cc«  sc^»mr:  ^crczjcsti  i=  tke  Unised  States  wfaieh  Mcaitt 
.•v-<r  -»».•  -  :*  >  Tf-::v-ynV.  «  «  .  '..Ij*  rrrfc^ntajc  of  ti*  MinaesoCa  Steel  Co  .  a  snbadaiy 
.1  V  X  :.  .'\:  N2ft^r»  S'.fvi  CciT^'osare.  as  I>Kl-.iih.  Mian.  Coal  i»  •*\«i?fffd  from  low 
Ij^-?  rvT^  -.-  V.T.Tmcea  I:  t^-vtji  Sf  rccarsbcrcd.  Lovrrer.  that  coal  ■•  earriid  at 
ti«  v'>r<*:  ljkA-:f»  «:  fx.vro.-eaZcjr  Jcv  rasca  asad  a«  a  rrtora  tmrgo  for  are-bcsinc 
Lz:<T^  y*  ;.-r>fr*r.-:rr  ^Jlr  xr-pii*y  |)«ud^<»  faearr  tted  for  aiagkate  m  tht  Nor^ 
fC  —  mr^.-'.-.i^'-x  -TkJroio  Baunal  nraetsral  rf-.apfa.  etc. 

»  ;>»c.   :?:a  ?.  ::n  «  ibid.  I9ixp.  ii9l 
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In  both  countries  the  production  of  bituminous  coal 
exceeded  that  of  anthracite  ^  and  lignite.  In  Germany 
much  of  the  bituminous  product  makes  good  coke.*  In 
1913  the  production  of  coke  in  Prussia  amoimted  to 
34,000,000  tons.*  In  France,  on  the  other  hand,  good 
coking  coal  is  scarce,  and  in  1913  the  French  output  of 
coke  was  only  about  one-tenth  that  of  the  Prussian 
production. 

The  coal  and  coke  consumption  of  France  far  exceeds 
her  production.  In  1913  the  coal  imports  amounted  to 
18,693,123  tons,  this  importation  being  an  increase  of 
more  than  2,700,000  tons  over  that  of  the  preceding 
year.^  During  the  same  year  the  French  consumption  of 
coke  for  metalliu'gical  purposes  was  about  6,500,000 
tons,*  but  of  that  consumption  3,070,036  tons  were 
imported.  Considerably  over  half  the  imported  coal 
came  from  Great  Britain,  and  about  foiu'-fifths  of  the 
ooke  from  Germany.* 

In  contrast  with  this,  German  coal  and  coke  produc- 
tion exceeds  consumption.  For  many  years  Germany 
has  been  one  of  the  world's  great  exporters  of  coal.  In 
1913  the  net  exports  of  cosd  from  that  empire  aggre- 
gated over  24,000,000  tons,  and  those  of  coke  about 
6,000,000  tons.7 

*  A  mwU  amoimt  of  anthracite  is  produced  in  both  France  and  Germany,  but  it  is 
fateior  to  the  anthracite  of  eastern  Pennsylvania  and  South  Wales. 

*  Ccdce  is  a  ivoduct  of  bituminous  coal,  but  not  all  bituminous  coal  is  coking  coal. 
BhqieriiDent  is  neoessary  to  determine  whether  a  given  coal  has  the  qualities  necessary 
lor  making  good  coke.  These  qualities  cannot  be  stated  in  chemical  terms  alone.  See 
Tiamann,  Iron  and  Steel. 

•  The  Iron  and  Coal  Trades  Review  (London),  December  13, 1918,  p.  673. 
<  Mineral  Industries  during  1913,  p.  118. 

•  The  Iron  and  Coal  Trades  Review  (London),  December  6.  1918.  p.  633. 

•  Mineral  Industries  during  1918,  pp.  118-120. 

*  Ibid.    The  exports  of  coal  and  anthracite  were  34,573,514  tons,  and  the  imports 
10,640,018  tons.    The  coke  exports  amounted  to  6,411,418  tons.    There  was  a 

of  ooke  from  Belgium. 
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The  coal  reaerveB  oi  ViwdoBj  as  estimated  in  1913/  do 
not  promise  very  mudi  in  the  way  of  any  laige  per- 
manent increase  (rf  ootpat.  The  reserves  of  bitammooB 
coal,  whidi  is  the  fael  ci  iron  and  sted  manufacture  as 
wdl  asof  other  manufactures,  were  estimated  for  Fnuie^ 
Germany,  and  Europe  as  follows:  * 

(Qoorii 


cctti.              iSHL 

sst 

T^kA 

Frmnte                                         3,fi22,000 

S,05S,000 
315,110,000 

12.680JOOO 

Gcmaiiy 9ij»Sfl00 

400,975^ 

Enrcne 2K.716J00O 

4S^A4AJ00O 

693,162,000 

1 

The  largest  reserves  (rf 


ooal  in  Eun^  aie 


in  the  Belgian-Gaman  basins.  The  Britiflh  fidds  aie 
more  easily  exploited  and  a  laiiger  percentage  of  their 
reserves  extracted.'  But  the  basins  named,  particalariy 
Germany,  have  much  larger  amounts.  Of  the  total  esti- 
luated  Eun>pean  reserves  of  bituminous  coal  (actual  and 
prx>hable^  nearly  60  per  cent  is  in  Germany  and  less  than 
2  pw  cent  in  France. 

The  coal  neisen-es  of  France  and  Germany  remain 
f^raoticaUy  xmaltered  by  the  transfo'  of  Alsace-LoiTaine 
to  France.  The  distribution  of  the  bituminous  coal  le- 
^^rves  within  Germany  shows  that  this  transfer  affected 
no  appr^?ciaHe  chance  in  the  fuel  situation. 


JC  t*»» 
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BrruiaNOUB  Coal  Resebvbs  op  Germany  bt  Disthicts  ^ 

(POO'S  omitted) 


DJatiicts 

Aotuftl 

Probuble 

ToUl 

An  Of^rmanv 

94,865,000 
16,548,000 
56,344,000 

718,000 
10,325,000 

225,000 
10,458,000 

247,000 

315,110,000 

•  •  •  • 

157,222,000 

2,226,000 

155,662,000 

•  •   ■  • 
«  •  •  • 

•  •  •  • 

409.975.000 

Raar  difftrict 

16,548,000 

213,566,000 

2,944,000 

165,987,000 

liower  Silesia 

TJpper  Silesia 

flaxooy 

225.000 

Xifif  t  of  Rhine 

10,458,000 

Other  districts 

247.000 

Of  the  districts  tabulated  —  and  they  include  all  the 
bituminous  coal  reserves  of  the  former  German  Empire 
—  only  that  designated  left  of  Rhine  covered  any  part 
of  the  Lorrame  region,  and  that  only  in  a  limited  degree. 
The  Saar  district  is  in  very  close  proximity  to  the  Lor- 
raine field.  The  Westphalian  district,  which  is  by  far 
the  largest  and  most  highly  developed  of  the  coal  r^ons 
of  the  coimtry,  has  been  the  principal  seat  of  the  iron 
and  steel  industry  of  Germany.  This  industry  has  de- 
pended in  the  main  upon  ore  from  German  Lorraine  and 
to  a  limited  extent  upon  supplies  from  the  adjoining 
field  in  France. 

The  relatively  restricted  supply  of  coal  has  been  the 
cause  of  the  high  prices  charged  for  that  fuel  in  France. 
Figures  have  been  published  concerning  average  prices 
of  coal  in  France,  and  comparisons  made  with  the  corre- 
sponding prices  in  other  coxmtries.  Recently  these 
figures  have  been  used  for  determining  the  effect  of  fuel 
costs  upon  the  prices  of  iron  and  steel  goods,*  and  the 
results  are  significant.    Li  1913  according  to  these  esti- 

>  The  Coal  Resooron  of  the  World,  vol.  i,  p.  xzxri. 

t  An  Moottnt  of  these  compntatione  Lb  given  in  the  Iron  and  Coal  Trades  Review 
KLoodon).  January  10. 1919,  p.  47.  In  stating  the  figures  the  writer  has  converted  them 
into  Amsnoan  correnoy. 
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mates  the  price  of  French  coal  at  the  pit  was  f3.32  per 
ton  and  that  of  imported  coal  $4.74.  Woriked  out  on  the 
basis  of  the  amounts  produced  in  the  country  and  m- 
ported  the  average  price  was  $3.55  per  ton.  This  aver- 
age exceeded  that  of  the  United  States  by  S2.28,  that  of 
England  by  $1.32,  and  that  of  Germany  by  $0.96.  In 
the  case  of  home-made  coke  the  average  price  m  Franoe 
was  $4.37  per  ton,  and  that  of  imported  coke  $5.63, 
with  an  average  price  for  both  of  $5.11.  This  estimate 
exceeded  the  averages  of  the  United  States,  l^^glanH^ 
aod  Germany,  by  $2.69,  $1.76,  and  $0.82,  respectivdy. 

These  figures  have  been  used  to  show  that  the  ncuv 
mally  high  prices  of  pig  iron  and  finished  steel  matfflal 
in  France  are,  to  a  great  extent,  the  result  of  the  cost  d 
coke  and  coal.  The  production  of  a  ton  of  pig  iron  re- 
quires not  less  than  a  ton  of  coke,  and  generally  in 
Eiu'ope,  appreciably  more.  The  conversion  of  this  pig 
iron  into  finished  product  necessitates  the  use  of  at  kast 
a  ton  of  coal,  and  in  some  cases  two  or  more  tons.  Higher 
fuel  prices  are  thus  an  important  factor  in  increasing 
iron  and  steel  costs  in  France  over  those  of  the  United 
States,  England,  and  Germany.  A  computation  based 
upon  similar  but  somewhat  later  figures,  made  by  M.  de 
Nanteuil,  State  Mining  Engineer,  shows  that  the  cost  of 
producing  pig  iron  is  increased  in  France  because  of  the 
higher  cost  of  coke  by  $1.35  per  ton  over  that  of  Bel- 
gium, $2.71  per  ton  over  that  of  Germany,  $4.07  over 
that  of  England,  and  $4.87  per  ton  over  that  of  the 
United  States. 

While  these  calculations  may  not  be  in  all  cases  accu- 
rate and  may  even  contain  some  serious  errors,  they  do 
show  how  the  high  fuel  prices  prevailing  in  France  have 
affected  iron  and  steel  costs  and  limited  the  competitive 
strength  of  the  French  iron  and  steel  industry.  Unless 
the  fuel  problem  is  solved  iron  and  steel  manufacture  in 
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France  seems  destined  to  be  carried  on  at  hi^  cost,  or 
Lorraine  ore  to  continue  to  serve  the  steel  mills  of  Ger^ 
many.  The  latter  alternative  is  deemed  by  Frenchmen 
out  of  question.^ 

The  significance  of  the  situation  is  fully  appreciated 
in  France.  Reasons  other  than  large  ore  deposits  in- 
fluenced Frenchmen  to  look  forward  to  the  restoration 
of  Alsace-Lorraine.  The  iron-ore  deposits,  however, 
constitute  by  far  the  most  valuable  natural  resource  of 
these  provinces,  whose  economic  development  depends 
in  large  part  upon  their  exploitation  and  utiUzation.  To 
promote  this  development  without  making  French  ore 
subsidiary  to  Grerman  iron  and  steel  it  has  been  sug- 
gested and  strongly  advocated  that  the  Saar  basin  to  the 
northeast  be  annexed  to  Lorraine.*  This  district,  as  has 
already  been  pointed  out,  is  one  of  the  prominent  coal- 
producing  r^ons  of  Germany.  It  has  also  been  the 
seat  of  a  flourishing  iron  and  steel  business,  which  like 
the  more  important  manufacturing  district  of  West- 
phalia has  depended  upon  Lorraine  ore. 

The  Saar  district,  however,  while  containing  large 
coal  deposits,  only  meets  the  situation  partially.  Its 
resoiu'ces  are  not  conunensurate  with  the  enormous  de- 
mands which  would  be  made  upon  it  in  the  event  of  such 
a  growth  in  the  French  iron  and  steel  industry  as  is  an- 
ticipated by  certain  writers.  The  coke  production  of  the 
district  is  neither  large  nor  high  in  quality.  Thus  out 
of  a  total  output  of  17,846,000  tons  of  coal  in  the  basin 
of  the  Saar  in  1913,  only  3,292,000  tons  were  converted 
into  coke,*  which  was  consumed  for  the  most  part  locally. 
Furthermore  finely  washed  coking  coal  in  this  district 
yields  only  65  per  cent  coke,  whereas  the  superior  coking 

>  The  Iron  and  Coal  TVadea  Review  (London),  December  6. 1918,  p.  633. 
t  Bulletin  of  the  American  Institute  of  Mining  Engineers,  September,  1018;  Iron 
and  Coal  Trsdes  Review,  January  10, 1919;  Washington  Post,  January  13, 1919. 
*  The  Iron  and  Coal  Trsdes  Review  (London),  January  10,  1919,  p.  47. 
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coal  of  Westphalia  and  of  EnglaiKl  yields  from  72  to 
76  per  cent  coke. 

It  is  reported  that  during  the  war  means  have  been 
discovered  for  coking  at  a  low  price  coal  hitherto  de- 
clared to  be  unsuitable  for  the  purpose.  While  it  is  trae 
that  only  laboratory  tests  have  been  applied,  it  is  con- 
sidered beyond  doubt  that  so  far  as  coke  manufacture  iB 
concerned  an  industrial  solution  is  in  proqiect.  With 
such  a  solution  it  is  held  that  the  incorporation  of  Al- 
sace-Lorraine and  the  Saar,  after  deducting  the  needs 
for  domestic  consumption,  gas  works  and  iailioad8» 
would  result  in  a  production  of  12,000,000  tons  of  coal 
capable  of  being  transformed  into  coke  ^  and  rendered 
available  for  the  blast  furnaces  of  France.  Twdve 
miUion  tons  of  coal  would,  under  the  new  processes  re- 
ferred to,  make  from  8  to  9  million  tons  of  coke — or 
between  two  or  three  times  the  domestic  output  of 
France  in  1913,  but  only  about  one-fourth  the  produc- 
tion of  Prussia  during  the  same  year.  Assuming  all  con- 
siderations of  language  and  present  ethiuc  relationship 
on  the  part  of  the  people  of  the  Saar  district  to  be  set 
aside  and  the  region  incorporated  with  Lorraine,  the 
prospective  development  of  a  great  French  iron  and 
steel  industry  commensurate  with  her  enormous  ore 
supplies  would  still  confront  a  fuel  problem.* 

llie  e£fect  upon  Germany  of  the  loss  of  Lorraine  will 
depend  very  largely  upon  the  policy  adopted  by  France 
with  regard  to  the  exportation  of  ore  to  her  neigjibor. 
It  has  already  been  noted  that  the  German  iron  and  sted 
industry  has  in  the  main  been  based  upon  the  Lonaine 
ore  field.    This  relationship  extended  not  only  to  Gtf- 


1  The  Iron  and  Co«l  Trades  Beview,  JAmuiy  10. 1019,  p.  47;  BoDetiB  off  AiiMriou 
Institute  of  Mining  Encineers,  September,  1918. 

*  It  has  been  reported  that  at  the  Peaee  Conference  in  Paris,  those  off  the  VnaA 
who  strongly  advocated  the  annexation  of  the  Saar  basin  to  provide  ooal  have  rseedsd 
from  their  position.  Iron  Age,  Jsnuary  30,  1919,  pp.  316  and  810.  The  tsmponiy 
control  of  this  region  by  the  French,  however,  seems  to  have  been  acreed  to  as  pert  of 
the  indemnity  to  be  paid  by  Germany  to  France.    Wsshingtoo  Post,  April  2, 1919. 


IBON-OBB  PBOBLEM  OP  LORRAINE  551 

tnan  Lorraine,  but  to  the  part  of  the  field  embraced 
mthin  Luxemburg  and  to  a  less  extent  to  the  district 
pnthin  France.  If  the  supply  of  ore  is  cut  off  from  all 
that  part  of  the  Lorraine  region  now  to  be  embraced 
prithin  the  boundaries  of  France,  Germany  will  be  shut 
rat  from  sources  which  supplied  over  50  per  cent  of  her 
iron  ore  in  1913,  including  her  large  importation. 

The  situation  for  Germany  in  the  event  of  the  elimina- 
tion of  these  sources  of  ore  supplies  is  even  worse  than 
tfais.  The  mining  interests  of  Luxemburg  are  closely 
iflBOciated  with  those  of  Alsace-Lorraine,  and  if  the  iron 
ires  of  the  latter  become  a  basis  for  a  great  French  iron 
ind  steel  industry,  Luxemburg  is  likely  to  become  asso- 
Slated  with  France,  and  to  separate  from  the  German 
Dostoms  Union.  A  statement  recently  made  by  the 
general  director  of  the  Biu'bach-Eich-Dudelingen  Com- 
Mny  and  the  reservations  he  made  m  connection  with 
the  provisional  prolongation  of  the  Steel  Syndicate  lead 
to  the  conclusion  that  this  possibility  exists.^  In  1913 
Luxemburg  produced  7,332,000  tons  of  ore,  or  over  one- 
lalf  million  tons  more  than  the  German  Empire  outside 
]f  Lonaine. 

It  has  been  contended  that  Germany  may  still  look 
ihroad  for  the  greater  part  of  her  ore.  Large  quantities 
]f  Swedish  and  Spanish  ores  were  being  imported  prior 
to  the  outbreak  of  hostilities.  This  importation,  how- 
sWy  would  have  to  be  increased  manyf old  to  compen- 
nte  her  for  the  loss  of  Lorraine,  and  preserve  her  iron 
md  steel  indiistry  on  the  pre-war  level.*  If  iron  ore  no 
ODger  moves  from  Lorraine  to  the  Rhenish- Westphalia 
md  Saar  districts  (assuming  that  the  latter  remains  a 

s  TIm  Iran  and  Coal  Tndn  BerSew  (London),  December  6, 1918,  p.  633,  and  No- 
jihm  SB.  M18»  p.  611. 

*  Hm  dHlWuiltini  wbieh  the  German*  have  eiQwrienoed  in  ■eeurinc  inm  ore  in  other 

ia  treated  in  a  report  from  Coneul  General  Habtead  at  Stockholm  to  the 

of  Fweiftn  and  Domeitio  Commerce.    See  abo  Iron  Ate,  January  30,  1919, 
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part  of  German  temtoiy)  the  backbone  of  the  preaent 
German  iron  and  steel  mduatry  wiQ  be  broken. 

A  confidential  German  document,  which  has  leoenily 
been  published  by  the  Comite  des  Forges  de  France  and 
quoted  in  the  Iron  Age^^  gives  some  idea  of  the  attitude 
of  steel  producers  in  Germany  toward  the  control  of  tbe 
sources  of  iron  ore,  both  from  an  industrial  and  a  mili- 
tary standpoint,  and  also  shows  the  cause  of  the  ^h 
prehension  naturally  felt  in  France  with  regard  to 
fximishing  the  raw  material  for  German  iron  and  steel 
manufacture.  This  document,  which  was  probab^ 
written  at  a  time  when  Germany  was  confid^it  oi  a 
victory,  emphasizes  the  determination  of  that  country 
to  take  possession  of  the  French  mines,  considered  im- 
peratively necessary  in  order  to  insure  the  future  pros- 
perity of  the  iron  and  steel  industry  of  Germany.  After 
pointing  out  that  for  many  years  Germany  has  been 
obliged  to  depend  on  other  countries  for  a  part  of  its 
supply  of  ore  it  remarks  that ''  oiu*  mining  base  enlarged 
by  the  addition  of  Briey  and  Longwy  would  insure  for  a 
century  the  future  of  our  iron  industry,  and  would  hence 
insure  also  our  retention  of  the  place  which,  with  the 
help  of  the  iron  ore  of  Lorraine,  we  have  conquered 
during  the  last  ten  years  among  the  iron-making  coun- 
tries of  the  world,  at  the  cost  of  hard  struggles  with 
Great  Britain." 

It  also  states  that  the  greater  the  iron  and  sted- 
making  resources  of  a  coimtry  the  more  it  is  dreaded  as 
an  adversary.  It  then  goes  on  to  say  that  the  displace- 
ment of  the  Lorraine  frontier  is  absolutely  indispensable 
for  the  safety  of  the  German  Empire  in  the  case  of  a 
future  war,  and  adds  fiulher: 

"  All  of  Lorraine  in  the  hands  of  Germany  would  con- 
stitute not  only  a  war  indemnity  and  a  support  for  the 

1  Iron  Age,  February  20,  1919,  p.  506. 
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German  fatherland,  but  also  a  guarantee  of  a  lasting 
peace  and  a  gauge  for  the  security  of  the  empire.  Our 
victoiy  gives  us  tiie  occasion  and  the  right  to  add  to  the 
most  vuhierable  point  of  attack  on  the  German  Empire 
a  sharp  rock  against  which  eveiy  enemy  assault  will  be 
broken. 

''  If  this  opportunity  be  neglected,  the  German  people 
will  in  a  future  war  be  doomed  to  ruin." 

The  failure  of  Germany  to  secure  the  displacement  of 
the  Lorraine  frontier  in  the  manner  contemplated  is 
looked  upon  in  that  country  as  a  calamity  to  its  steel 
industry,^  involving  as  it  does  not  only  a  loss  of  poUtical 
control  over  an  area  deemed  necessary  to  national 
safety  but  a  possible  elimination  of  the  most  important 
source  of  its  supply  of  raw  material.  The  German  in- 
dustry still  entertains  some  hope  that  France's  need  for 
fuel  will  ultimately  force  her  to  exchange  ore  for  coke; 
but  any  tutelage  in  regard  to  coke  is  what  France 
shicerely  desires  to  avoid. 

The  attitude  of  France  with  reference  to  the  exporta- 
tion of  iron  ore  is  of  course  intelligible  in  the  light  of  the 
experiences  through  which  she  has  passed  and  in  the 
face  of  exposures  like  the  dociunent  above  cited.  It  is 
not  to  be  attributed  to  commercial  particularism  with 
which  France  has  sometimes  been  charged.  The  ambi- 
tion to  make  her  enormous  ore  resources  serve  a  home 
industry  rather  than  the  industry  which  was  lately  used 
by  a  powerful  neighbor  to  despoil  her  of  those  resources 
is  laudable  from  both  a  patriotic  and  ethical  standpoint. 
The  fact  remains,  however,  that  metallurgical  processes 
being  what  they  are  and  the  resources  of  Continental 
Europe  in  ore  and  coal  distributed  in  the  manner  above 

I  The  Iron  And  CotA  Trades  Review  (London),  December  6,  1918,  p.  633;  Iron  Ace 
lanuary  aO,  1919,  p.  329. 
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^  the  economic  feasibility  of  any  taboo  on  an 
interchange  of  ore  and  coke  between  France  and  Go*- 
many,  is,  to  say  the  least,  very  questionable.  The  iron 
ore  problem  of  Lorraine,  viewed  in  the  li^t  of  the  pres- 
ent technical  processes  of  iron  and  steel  manufacture, 
is  a  good  example  of  how  political  aspirations  and  eth- 
nological considerations  may  come  into  conflict  mSa  an 
economic  situation. 

Abbaham  Bbbolund. 

WAflHiNcnoif,  D.  C. 


>  France  it  weD  tuppHed  with  wmtor-power  whieh  would  be  Available  if  deihimtiri 
eoold  be  made  aa  cheap  aa  BeMMDer  and  open-hearth.  Tlii  twotniin  llwi  iiiiiiiifiiilBi 
of  electric  eteel,  while  great,  does  not  at  preeent  promiae  mocb  in  the  way  of  enpplMiliiC 
the  product  dependent  directly  upon  coal  and  coke. 
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A  PECULIAR  EIGHT  HOUR  PROBLEM 

Superficially,  it  would  appear  as  if  the  problem  of  pay- 
ment for  longshore  labor  in  loading  and  dischargiDg  cargo 
would  be  relatively  simple,  especially  by  contrast  with  the 
€(miplioated  schedules  of  railroad  employees.  But  the  oc- 
emrence  of  many  local  customs  and  the  variety  of  practice 
between  different  ports  introduce  elements  of  confusion,  well 
iDustrated  in  the  following  cotton  rollers'  case. 

Longshore  labor  engaged  in  loading  cotton  bales  at  New 
Orleans  is  divided  into  gangs;  and  each  gang  is  made  up  of 
00-called  screwmen,  who  work  in  the  ship's  hold,  and  of  so- 
eaUed  rollers,  who  wait  on  these  gangs  on  the  dock.  The  task 
<rf  the  latter  group  is  to  head  the  cotton,  that  is  to  say,  to  keep 
a  supply  of  bales  headed  up  on  end  within  convenient  reach 
<rf  the  screwmen  who  stow  it  into  place.  This  work  of  the 
loDer  is  not  laborious  comparatively,  nor  does  it  require  any 
skill.  But,  on  the  other  hand,  it  is  more  or  less  intermittent, 
depending  upon  the  activity  of  the  screwmen,  the  supply  of 
bales  and  the  particular  needs  of  the  ship's  hold.  Moreover, 
the  cotton  rollers  are  expected  to  leave  tiie  dock  in  good  con- 
dition with  bales  safely  covered  with  tarpaulin  and  neatly 
stacked.  In  addition,  the  cotton  rollers, ''  waiting  on  gangs," 
are  dependent  for  their  hours  entirely  upon  the  screwmen; 
and  the  screwmen  at  New  Orleans  have  always  enjoyed  the 
custom  of  a  half -hour  rest  period  at  9  o'clock  and  at  3,  known 
as  lunch  or  whiskey  time.  During  this  interval  the  roller  is 
not  supposed  to  work  except  upon  cotton,  and  customarily 
this  hour  has  come  to  be  one  of  enforced  idleness. 

The  above  mentioned  local  conditions  do  not  prevail  at 
Galveston  where  the  roller  is  a  part  of  the  gang  and  is  paid  like 
the  others  by  the  bale.  Moreover,  no  half -hourly  rest  periods 
have  ever  been  granted.    There  are  no  stevedores  or  middle- 

U6 


556  QUARTERLY  JOURNAL  OF  ECONOMICS 

men  as  at  New  Oileaius  ^ere  the  crteamahip  ocmipanieB  oon- 
tract  with  the  stevedore  by  the  bale,  ^difle  he  in  turn  ananps 
for  his  labor  cm  the  basis  of  time. 

The  introduction  of  the  ei^t  hour  day  by  an  awaid  of  die 
NaticMial  Adjustment  Commission  in  October,  1918,  brougjit 
about  a  substantial  increase  in  wages  all  along  the  line,  "nie 
hourly  rate  for  longshoremen  was  increased  from  50  cents  to 
65cents;  and  the  working  day  was  brou|^t  down  to  the  ei|}it 
hour  limit.   But  this  change  affected  the  cotton  roUeis  pecul- 
iarly.   Formeily,  they  always  received  ten  hours'  pay,  from 
7  A.M.  until  6  P.M.;  altho  actually,  owing  to  attendance  upon 
the  screwmen,  their  working  houis  were  only  ei^t.   In  ote 
words,  they  stopped  ^en  the  screwmen  stopped  at  5  o'doek, 
an  hour  ahead  of  general  cargo  men;  and  they  also  e^joyvi 
the  two  half-hoiui9  of  relaxation,  over  and  above  the  dfiUMr 
hour.    This  advantage  of  the  cotton  roller,  which  fomiai|f 
compensated  him  for  the  intermittency  of  his  woric  was  aato- 
matically  changed  into  a  disadvantage  ^en  the  general  eaqp 
men  be^eui  to  close  their  working  day  at  4  o'clock.   Under  tiie 
new  conditions  the  roller  still  worked  until  5,  waiting  on  tiie 
screwmen,  who  were  content  as  before  with  their  conditk)08, 
which  were  in  effect,  as  above  described,  already  eight  hours. 
Large  numbers  of  workers  were  affected  by  these  conditicMis, 
and  the  port  of  New  Orleans  was  tied  up  by  a  failure  of  the 
various  parties  to  come  to  an  agreement.    It  was  to  settle  this 
strike  that  the  award  printed  herewith  was  handed  down. 

There  were  four  possible  money  settlements  to  be  awarded. 
The  extreme  demand  of  the  rollers  was  for  ten  hours'  pay  for 
eight  hours'  work  at  65  cents  per  hour.  They  contended  for 
$6.50  per  day,  upon  the  groimd  that  the  screwmen,  whose 
time  they  followed,  had  always  been  on  an  ei^t  hour  day  and 
were  not  affected  by  the  changed  schedule  at  all.  A  second 
settlement  was  actually  made  by  some  companies  upon  the 
basis  of  eight  hours  at  65  cents,  with  $1.00  —  the  prescribed 
overtime  rate  —  for  the  ninth  hour.  The  sum  of  $6.20,  ie 
other  words,  would  pay  the  men  for  waiting  about  during  two 
lunch  periods  of  a  half -hour  each  and  actually  reward  them 
at  the  fuU  overtime  rate  despite  this  circumstance.    Many 
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emi^yers  contended  that  this  was  unjust  to  them.  A  third 
dioioe  proposed  payment  of  the  strai^t  hourly  rate  of  65 
eents  for  nine  hours'  work,  which  was  the  outside  limit  of  the 
roller's  working  day,  as  it  had  always  been.  This  would  have 
BJtven  a  daily  wage  of  S5.85.  And  then,  finally,  some  em- 
ployers contended  that,  in  view  of  the  actually  enhanced 
hourly  rate,  the  eight  hour  day  should  be  paid  for  at  the  rate 
of  65  cents  for  eight  hours  only,  such  being  the  number  of 
bouiB  rea%  worked.  This  would  have  given  the  rollers 
HUiO  for  staying  on  the  piers  until  5  o'clock,  whereas  the  gen- 
■bI  cargo  men  concluded  their  eight  hours  at  4  o'clock,  and 
drew  the  same  pay. 

The  opposing  contentions  were  finally  settled  by  the  award 
lAksh  is  reprinted  herewith,  and  which  is  offered  as  a  signif- 
naitt  example  of  interpretation.  One  way  to  settle  the  strike 
vonld  have  been  to  make  an  entirely  new  adjustment,  striving 
to  adjust  the  rollers'  wages  to  those  of  general  cargo  men, 
purely  upon  industrial  or  economic  merit.  But  such  an  in- 
luebial  settlement  had  to  be  aligned  with  the  content  of  the 
lOfefal  ccmtracts  and  awards  which  were  then  in  effect.  So 
BMt  the  final  decision,  necessary  to  claim  allegiance  of  all 
puHsB  concerned,  had  to  be  at  once  economically  just  and 
llrictly  logical.  In  other  words,  it  had  to  be  both  good  law 
Mid  good  industrial  practice.  In  a  long,  fairly  extended  ex- 
in  these  matters,  I  have  seldom  felt  more  completely 
that  these  two  modes  of  approach  were  compre- 
hnded  than  in  this  case.  And  the  b^  evidence,  practically 
Ijpeaking,  was  that  despite  the  large  financial  interests  in- 
ioived,  a  imanimous  finding  was  had.  The  peculiarity  of 
wmay  ot  these  proceeding?  is  that  the  leading  counsel  for 
Aiier  aide  is  apt  to  be  chosen  as  members  of  the  board  of 
niard.  These  attorneys  thereafter  sit  upon  the  bench  and 
pote  upon  their  own  arguments.  It  was  a  tribute  to  the  in- 
nJtaUeness  of  this  determination  that  despite  the  bitterness 
if  feding  which  formerly  prevailed,  a  unanimous  opinion  was 
hHideddown. 

William  Z.  Ripley. 
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Decision  Rendered  by  Special  Adjustmait  Board  in  the  Contn- 
veny  between  the  Stevedores  and  Longshoremen's  BenevoW 
AsBodation,  New  Orleans,  La.,  and  New  Orleans  Steamship  Afl»- 
dation  and  Stevedores  in  the  Matter  of  Wages  of  Rollers  of  Cotloi 
and  Tobacco,  February  24, 1919. 

The  task  submitted  to  your  Wage  Adjustment  Board  is  the  iaAsp* 
pretation  of  an  existing  contract  and  of  two  official  awards  tiMn- 
under.  No  power  to  make  new  rates  of  wages  by  agreement  wm 
conferred.  The  original  agreement  is  a  contract  between  the  long- 
shoremen and  the  steamship  agents  for  a  period  of  three  years  boa 
September  16,  1917.  Two  subsequent  awards  dated  November  % 
1918,  were  made  by  the  National  Adjustment  Commission  for  thi 
cotton  screwmen  and  for  "  general  longshore  work ''  reBpeeUfely. 
Hie  first  of  these  awards  for  the  screwmen  changed  the  rate  cf 
wages,  but  introduced  no  change  in  the  working  hours  for  oottos 
gangs,  leaving  them  at  nine  hours  per  day;  namdy,  from  7.00  ajl 
to  5.00  P.M .  as  outside  limits.  Hie  second  award  for  "  genoal  Vrnt 
shore  work  "  not  only  increased  the  rate  of  wages  from  50  cents  ii 
65  cents  per  hour,  but  it  also  introduced  a  basic  working  day  of  ti^ 
hours  from  7.00  A.if.  to  4.00  p.if .  with  $1.00  per  hour  for  overtime. 

The  precise  point  submitted  for  determination  is  as  to  the  staal- 
ard  day's  compensation  for  longshoremen  waiting  on  cotton  and 
tobacco  gangs,  both  under  these  two  awards  and  under  the  mio- 
pired  original  contract. 

First:  Longshoremen  waiting  on  gangs  stowing  cotton  or  tobaoQO 
are  in  no  way  specifically  mentioned  either  in  the  award  for  screv- 
men  or  for  ''  general  longshore  work."  The  second  clause  of  the 
general  longshore  award  merely  states  that  ''  general  cargo  men'' 
shall  receive  65  cents  and  $1 .00  per  hour.  But  in  addition  it  spedfies 
differential  rates  for  handling  grain,  cement,  bananas  and  other 
commodities.  It  has  always  been  the  custom  of  the  port  to  regard 
cotton  and  tobacco  gangs  as  engaged  in  a  service  separate  and  dis- 
tinct from  that  of  general  cargo.  Thus  the  omission  of  any  mentioo 
of  cotton  or  tobacco  rollers  would  seem  to  exclude  than  entirelj 
from  the  changes  introduced  by  the  award  for  ''  general  longshon 
work."  But,  on  the  other  hand,  examination  of  the  record  of  the 
hearing  on  October  30,  1918  proves  that  it  was  the  intention  to  in- 
clude them  under  this  award.  Your  Board  finds,  therefore,  that 
cotton  and  tobacco  rollers  are  entitled  to  the  increased  rate  of  & 
cents  per  hour  from  and  after  the  date  of  the  award. 

Second:  If,  under  Section  2  of  the  general  longshore  award,  the 
men  are  entitled  to  the  new  rate  of  65  cents  per  hour,  the  intentioo 
is  established  of  applying  this  award  in  general  to  them  as  well  as  to 
general  longshoremen.  But  the  award,  if  applied  as  to  Secticm  % 
must  be  held  to  apply  as  regards  Section  1,  which  introduces  a  baoe 
eight  hour  day.   There  is  no  escape  from  this  logic.   It  is  the  invaii- 
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able  practioe  not  only  of  courts  but  of  all  arbitration  tribunals  to 
require  that  the  ¥^ole  of  an  instrument  applies  if  any  part  thereof 
18  applied.  Your  Board  finds,  therefore,  that  the  basic  eight  hour 
day  was  intended  to  apply  to  cotton  and  tobacco  rollers.  They 
cannot  be  found  entitled  to  the  new  rate  of  65  cents  while  still  work- 
ing under  a  ten  hour  schedule.  Either  one  or  the  other  might  hold 
goody  according  as  they  are  comprehended  under  the  award  or  not. 
Bat  both  cannot  possibly  apply. 

Third:  Cotton  and  tobacco  rollers  have,  both  before  and  after 
these  changes,  worked  on  a  nine  hour  basis  waiting  on  the  screw- 
men's  time;  namely,  until  five  o'clock  p.m.  If,  however,  as  already 
hdd,  they  are  entitled  to  a  basic  eight  hour  day  ending  at  4.00o'clock, 
3roiir  Board  finds  that  they  are  entitled  to  overtime  at  the  rate  of 
$1.00  per  hour  for  the  additional  service  up  to  5.00  o'clock.  This 
fixes  the  standard  pay  for  a  day's  work  at  $6.20;  namely,  eight 
hours  at  65  cents  and  one  hour  of  overtime  at  $1.00. 

Tlie  foregoing  interpretation  is  based  upon  the  awards  of  the 
Naticmal  Adjustment  Conmiission.  It  is  necessary  to  justify  the 
fcHegoing  rate  also  by  the  terms  of  the  original  contract  between  the 
longshoremen  and  the  steamship  agents.  This  contract  contains  the 
following  clause: 

"  Members  waiting  on  gangs  shall  receive  gangs'  time  in  the  full 
sense  of  the  word." 

It  is  agreed  by  all  parties,  as  already  stated,  that  the  time  of  a 
cotton  or  tobacco  gang  has  remained  unchanged  at  nine  hours.  This 
efaume,  therefore  entitles  them  to  pay  for  nine  hours  work.  The 
pioper  compensation  for  nine  hours  work  under  a  basic  eight  hour 
<iay  is  identical  with  that  already  figured  at  $6.20.  This  calculation 
based  upon  the  contract  therefore  agrees  literally  with  the  calcula- 
tion based  upon  the  award. 

In  the  app^cation  of  the  foregoing  interpretation  we  hold  further- 
more that  longshoremen  waiting  on  cotton  or  tobacco  gangs,  shaU  be 
paid  for  the  customary  lunch  hours  of  cotton  screwmen  —  namely, 
9.00  to  9.30  A.M .  and  3.00  to  3.30  p.m. 

W.  Z.  Ripley,  Chairman^ 

W.  H.  Hendron  (For  ateamahip  agenU), 

J.  £.  Byrnes  {For  the  longshoremen). 
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COST  OF  PRODUCTION  AND  PRICE 

Intebesting  questions  of  theory  are  raised  by  Dr.  Taus- 
sig's artide  on  price-fixing.  What  are  the  eoonomic  foieei 
that  determine  long-run  or  normal  price  ?  At  one  time  eeon* 
omists  were  content  to  say  that  it  was  the  cost  of  prodoe- 
tion.  When  it  was  discovered  that  there  were  many  oostoof 
production,  the  question  arose,  which  ?  The  question  hid 
abready  been  answered  in  the  case  of  conunodities  subject  10 
the  law  of  diminishing  returns  ibat  it  was  the  bluest  or  mtt>- 
ginal  cost.  President  Walker  then  attempted  to  extend  tlie 
same  doctrine  to  all  commodities  with  his  well-known  thecny 
of  the  **  marginal  entrepreneur "  and  ''  rent  of  abiUty*" 
There  were  different  degrees  of  fertility  in  gray  matter  as  wd 
as  in  land.  In  this  theory  the  normal  price  is  deaily  the  coflt 
of  production  to  the  least  efficient  entrepreneur,  vrbam  the 
increasing  demand  for  the  product  calls  into  being. 

Recent  economists,  while  adhering  to  the  doctrine  €i  mat' 
ginal  cost  as  a  price-determinant  in  the  case  of  commoditiBi 
subject  to  the  law  of  diminishing  returns,  have  been  diis^Med 
to  accept  Marshall's  theory  of  the  representative  firm  in  the 
case  of  conmiodities  subject  to  the  law  of  constant  or  decreas- 
ing cost.  It  is  not  towards  the  cost  of  production  to  the  least 
efficient  producer  that  price  gravitates,  they  say,  but  to  diat 
of  the  weU-established,  solid  business  man  —  the  man  dcring 
a  conservative,  prosperous,  but  not  phenomenally  briDiaiit 
business.  The  latter,  the  great ''  captain  of  industiy  "  maj 
be  conceded,  even  in  Marshall's  theory,  to  reap  a  rent  of 
ability.  The  high-cost  producers,  those  whose  costs  aie 
greater  than  that  of  the  representative  firm,  are  not  tending  to 
establish  normal  price,  they  are  tending  to  effect  their  own 
elimination.  Every  year  a  sheaf  of  failures  is  thrown  off,  bat 
every  year  a  new  sheaf  of  failures  appears.  The  individuals 
change,  the  class  is  constant. 

It  may  be  remarked  as  a  comment  on  this  theoiy  that  a 
single  year  is  too  short  a  period  to  determine  whidi  of  the 
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oompeting  firms  is  the  representatiYe  finn  whose  cost  deter- 
mines normal  price.  Accident,  a  poor  season,  the  newness 
of  the  business  bring  it  about  that  every  year  some  of  the 
competitors  produce  at  a  cost  higher  than  the  price,  and 
hence  are  doing  business  at  a  loss,  who  nevertheless  in  the 
kmg  run  are  doing  a  profitable  business.  Such  will  ordinarily 
be  the  history  of  the  hjrpothetical  representative  firm  itself. 
Good  years  will  offset  bad  years.  However,  making  allow- 
ance for  such  vicissitudes  and  taking  long-time  averages, 
MarshalVs  theory  appears  to  be  more  in  harmony  with  facts. 
It  18  not  the  highest-cost  firm  nor  yet  the  lowest-cost  firm  that 
determines  normal  prices,  it  is  a  firm  somewhere  intermediate 
between  them. 

But,  after  all,  Marshall's  theory  is  supplementary  rather 
than  antagonistic  to  Walker's.  President  Walker  was  apply- 
mg  economic  reasoning  to  a  human  society  much  as  a  mathe- 
matician applies  the  principles  of  applied  mechanics  to  the 
eonstruction  of  a  bridge.  He  works  out  his  strain  sheet  as  tho 
all  the  struts  and  ties  were  mathematical  Unes,  as  tho  they 
were  uniform  in  texture  throughout,  as  tho  they  met  at  geo- 
metrical points.  He  knows  as  well  as  the  practical  bridge 
btulder  that  not  one  of  these  conditions  is  realized  in  fact. 
Tet  his  strain  sheet  is  none  the  less  valuable  and,  even  after 
iDowing  an  adequate  coefficient  of  safety,  results  in  great 
saving  of  material.  So  Walker  for  the  purposes  of  theory 
assumed  a  standardization,  a  fluidity  in  the  action  of  eco- 
somic  forces  operating  in  a  human  society  which  he  would 
ivobably  have  been  the  first  to  admit  is  not  to  be  realized  in 
fiet.  Tlie  moment  the  supply  of  conmiodities  which  the  most 
sffident  entrepreneur  is  able  to  turn  out  is  insufficient  to  meet 
Hm  demand,  and  a  rise  of  price  follows,  he  supposes  an- 
other entrepreneur  to  step  in  of  precisely  the  right  degree  of 
mediocre  ability  just  barely  to  reimburse  himself  at  the 
fUl^xOy  advanced  price. 

Now  what  Walker  assumed  in  regard  to  different  grades  of 
gptrepreneurs  is  precisely  what  Bicardians  assume  in  regard 
to  land.  They  also  are  presenting  for  the  purposes  of  theoret- 
ieal  reasoning  hypothetical  conditions  which  they  know  well 
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enough  can  never  be  more  than  rou^y  aj^roximated  in 
actual  life.  There  will  always  be  a  fringe  of  land  that  k 
worked  at  a  loss.  The  cost  of  production  that  detennineB  or, 
better,  equals  normal  price  is  never  the  mai^ginal  in  the  aeose 
of  highest  cost  of  production.  A  certain  number  of  [nodacen 
will  always  be  found  occupying  land  which  is  as  3ret  of  too  low 
a  grade  to  reimburse  them  at  the  current  price  of  the  product 
Even  if  land  could  be  conceded  to  be  taken  up  step  by  8tq)in 
infinitesimal  gradations,  the  human  factor  cannot  be  omitted. 
Even  then  it  would  be  the  representative  firm  operating  mar 
ginal  land  that  would  produce  at  the  price-detennining  coet. 
The  business  genius  or  the  business  weakling  operating  mu- 
ginal  land  would  produce  at  a  cost,  the  one  less,  and  the  other 
more  than  the  normal  price.  In  short  the  two  thecmes  are 
seen  to  be  in  fact  the  same  theory,  except  that  in  one  an 
attempt  is  made  to  adjust  reasoning,  applicable  to  an  hypo- 
thetical society,  to  an  actual  society.  Walker's  marginal  entre- 
preneur operating  in  a  conceptual  society  becomes  MarshaD'i 
representative  firm  operating  in  an  actual  society. 

But  when  this  is  admitted  we  seem  at  once  to  make  the 
whole  theory  valueless  for  any  practical  application.  So  long 
as  we  could  conceive  ourselves  to  be  working  in  a  society, 
shall  I  say,  geometrically  perfect,  we  had  only  to  collect  from 
all  firms  statistics  as  to  their  costs  of  production,  tabulate  the 
costs  in  order,  and  then  note  which  was  the  highest,  in  order  to 
determine  the  normal  price.  But  if  the  marginal  cost  or  the 
representative  firm  cost  is  not  the  highest,  which  one  is  it  T 
We  are  driven,  perforce,  to  reverse  the  process,  to  determine 
by  averaging  price  data  what  is  the  normal  price,  find  which 
of  the  costs  is  equal  to  it  and  call  that  cost  the  marginal  or 
representative  firm  cost.  That  is,  we  make  normal  price 
determine  marginal  cost.  Having  done  this,  to  go  on  and  say 
that  it  is  marginal  cost  which  determines  normal  price  is  to 
reason  in  a  circle.  In  truth,  neither  does  marginal  cost  deter- 
mine price,  nor  does  price  determine  marginal  cost.  Both  are 
results  of  a  more  primitive  imderlying  force.  That  efficient 
force  is  human  want  measuring  itself  against  resistance, 
whether  the  resistance  be  the  limitations  of  nature  or  human 
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nature,  land  or  brain.  Under  the  impulse  of  this  underlying 
force,  as  human  want,  manifesting  itself  in  demand,  presses 
against  land  and  brain  limitations  there  result  a  price  and  a 
series  of  costs,  tangible  evidences  and  measures  of  both  want 
and  resistance.  Among  these  costs  one  will  be  found  equal 
to  the  price,  and  so  long  as  the  conditions  of  want  and 
resistance  remain  the  same  that  cost  and  price  remain  the 
same.  The  price,  so  determined,  may  be  called  ''  normal." 
Whether  we  call  the  cost  "  marginal  "  or  "  representative  " 
18  a  matter  of  terminology.  In  the  cost  curves  so  far  ex- 
amined it  is  found  to  be  near  the  right  hand  extremity, 
indicating  tiiat  by  far  the  greater  portion  of  the  output 
is  produced  at  a  cost  equal  to  or  less  than  that  cost. 
For  it,  therefore,  the  term  ''  marginal "  is  objectionable  in 
that  it  is  too  uncompromising;  it  suggests  the  absolute  last 
term  of  the  series,  the  highest  cost.  ''  Representative  "  is 
objectionable  in  that  it  is  too  compromising;  it  somehow 
suggests  an  av^age  or  modal  cost,  whereas,  as  just  stated,  it 
is  ordinarily  very  near  the  end  of  the  series.  Provisionally, 
however,  and  subject  to  the  above  explanation,  the  term 
''  marginal "  will  be  employed  in  this  paper  when  referring  to 
the  cost  which  is  equal  to  the  normal  price. 

The  above  anal3mis  is  not  inconsistent,  as  might  appear  at 
first  blush,  with  the  doctrines  of  constant  and  decreasiog 
cost.  It  is  merely  necessary  that  they  be  modified  to  adapt 
themselves  to  an  actual  society  instead  of  the  mentally  fabri- 
cated society  with  reference  to  which  they  are  ordinarily  dis- 
cussed. ''  Constant  cost "  implies,  that  however  much  the 
output  be  increased  the  price-determining  cost  will  be  neither 
increased  nor  diminished.  It  is  usually  represented  by  a 
straight  horizontal  line,  thus  adding  to  the  concept  of  con- 
stant cost  another  concept,  unnecessary  even  for  the  fictitious 
society  of  the  economist,  that  it  is  also  uniform.  Even  in  such 
a  society,  if  the  theory  of  the ''  rent  of  ability  "  be  admitted,  it 
should  be  an  ascending  line,  with  the  proviso  that  as  demand 
increases  it  should  always  ascend  to  the  same  level  at  the 
point  where  it  meets  the  demand  curves,  thus: 


The  only  difiference  for  an  actual  sodefy  would  be  that  it 
would  cro68  the  demand  ciures  always  at  the  same  levd,  but 
would  extend  a  short  distance  beyond  theni  to  allow  for  fiimi 
producing  at  a  loss,  thus: 


FlQTTRE  2. 


In  the  case  of  decreasing  cost  there  would  be  a  series  of  cost 
curves  crossing  the  successive  demand  curves  at  progressively 
lower  levels  as  the  demand  increased,  thus: 


FlQXTRB  3. 
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In  all  the  above  diagrams,  d,  d',  d'  are  demand  curves; 
c,  c',  c'  are  cost  curves.  AA'  shows  the  levels  at  which  the 
cost  curves  meet  or  cross  the  demand  curves  as  demand  in- 
creases, in  Figs.  1  and  2  under  conditions  of  constant  cost,  in 
Fig.  3  under  conditions  of  decreasing  cost. 

It  was  stated  that  when  we  so  amend  the  marginal  cost 
theory  as  to  make  the  marginal  cost  no  longer  the  highest  cost 
but  an  intermediate  cost,  we  seem  to  have  rendered  the  whole 
theory  valueless  for  practical  purposes  as  a  means  of  deter- 
ming  normal  price.  Now  it  is  sometimes  desirable  to  deter- 
mine normal  price  independently  of  market  price,  especially 
when  the  latter  differs  widely  from  it,  as  it  may  in  time  of  war 
or  financial  panic.  It  is  also  desirable  to  ascertain  normal 
price  when  tiie  problem  of  government  regulation  of  prices 
calls  for  solution.  In  such  cases  the  difficulty  referred  to  may 
be  met  by  appl3dng  the  following  method. 

On  the  principle  of  statistical  constancy  it  would  seem  to  be 
a  legitimate  assumption,  in  the  case  of  a  large  and  well-estab- 
lished industry,  that,  in  normal  times,  about  the  same  per- 
centage of  the  entire  output  will  be  produced  at  a  loss.  Having 
ascertained  from  cost  and  price  data,  collected  preferably  by  a 
government  agency  through  a  series  of  years,  what  this  per- 
centage is,  we  can,  for  the  year  imder  study,  subtract  this 
percentage  from  the  total  output  and  note  what  is  the  highest 
cost  among  the  costs  at  which  the  remaining  portion  of  the 
output  is  produced.  This  cost  we  may  call  the  marginal  cost 
and  consider  the  normal  price  as  being  equal  to  it. 

For  example,  in  a  certain  r^on  where  a  considerable  por- 
tion of  the  United  States  supply  of  sugar  is  produced,  it  would 
appear  from  pre-war  statistics  that  in  normal  times  about 
3  per  cent  of  the  output  is  annually  produced  at  a  loss.  In 
the  year  1916-17  when  an  abnormal  relation  between  supply 
and  demand  had  been  brought  about  by  the  war,  but  before 
government  regulation  of  prices  had  been  attempted,  it  was 
found  that  97  per  cent  of  the  output  was  produced  at  a  cost 
not  greater  than  $92.00  per  ton,  which  may  accordingly  be 
regarded  as  the  marginal  cost  or  normal  price  for  that  year. 


666  QUABTBRLY  JOURNAL  OF  BC0N0MIC3 

The  actual  price  was  S124.56  or  $32.56  above  nonnal.  In  the 
following  year,  1917-18,  when  the  price  had  been  r^ulated  by 
vohintaiy  agreement  with  the  United  States  Food  Adminis- 
tration, the  normal  price,  computed  by  the  same  metlKxl, 
would  have  been  S147.00.  The  actual  price  was  $120.00,  ot 
$27.00  below  nonnal. 

In  connection  with  the  above  analysis  the  writer  wishes  to 
emphasjge  the  importance  of  statistical  inquiry  as  a  means  of 
checking  and  extending  economic  theory.  From  the  examina- 
tion of  a  considerable  nimiber  of  cost  curves  similar  to  those 
shovm  in  Dr.  Taussig's  article,  he  was  struck  with  the  re- 
markable family  resemblance,  whether  they  were  derived  from 
industries  to  which  the  law  of  diminishing  returns  would  pre- 
sumably apply  or  not.  In  all  of  them  there  was  the  same 
ascending  ogee  curve,  sometimes  steep,  sometimes  moie 
nearly  horizontal,  but  always  a  curve  of  the  same  family  type^ 
and  in  all  cases,  where  the  data  ¥rere  at  all  complete,  croflsed 
by  the  average-price  line  near  its  right  hand  extremity.  Tbii 
unexpected  result  led  him  to  question  whether  competitioii, 
in  the  case  of  industries  not  subject  to  the  law  of  Himinkhing 
returns,  tended  to  result  in  a  imiform  cost  for  all  produoento 
nearly  so  great  an  extent  as  had  been  generally  supposed,  and 
further  led  him  to  question  whether  there  might  not  be  more 
truth  in  Walker's  theory  of  marginal  and  infra-marginal 
entrepreneurs  than  recent  economists  had  been  willing  to 
admit.  Further  reflection  made  it  clear  that  there  was  no  real 
difference  between  Walker's  theory  of  the  maiginal  entre- 
preneur and  Marshall's  theory  of  the  representative  finn. 
Finally  a  promising  method  of  handling  statistics  so  as  to 
determine  marginal  cost  and  normal  price  was  developed  as  a 
result  of  such  theorizing. 

It  is  not  the  purpose  of  this  article  to  assert  that  such  cost 
lines  as  have  been  described  will  be  found  to  exist  for  all  indus- 
tries. Some  industries  may  be  foimd  for  which  the  cost  lines 
are  horizontal  or  approximately  horizontal,  and  in  that  case 
it  would  be  interesting  to  investigate  and  compare  with  a  view 
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to  detenniniiig  what  are  the  factors  which  result  in  horizontal 
eo6t  lines  for  some  industries  and  ascending  cost  lines  for 
others.  Such  an  investigation  would  imdoubtedly  result  in  a 
farther  development  and  clarification  of  theory. 

Phiup  G.  Wright. 


AN  EMINENT  ECONOMIST  CONFUSED 

The  writer  of  this  note  has  recently  had  called  to  his  atten- 
tkm  Professor  Carver's  new  and  interesting  Principles  of 
Political  Economy.  With  much  that  is  imusually  clear  and 
eonvindng,  it  is  regrettable  to  find  a  vaguely  stated  and 
doubtfully  valid  argument  that  a  protective  tariff  may  add  to 
ft  nation's  wealth  by  drawing  labor  out  of  a  line  which  its 
employers  deem  more  profitable  (imder  free  trade)  into  one 
which  jdelds  its  employers  less.  Professor  Carver's  argument, 
in  its  most  concrete  statement,  is  as  follows:  ^  "  Let  us  sup- 
pose that  a  certain  tract  of  land  had  been  devoted  to  cultiva- 
tion of  a  fairly  intensive  kind,  and  had  been  producing  enough 
to  pay  the  wages  of  twenty  laborers,  with  something  left  over 
far  rent.  Through  some  change  of  circumstance  the  price  of 
wool  rises,  and  it  is  foimd  more  profitable  to  use  the  land  for 
wool-growing.  By  turning  the  land  into  a  sheep  run,  nineteen 
of  the  laborers  may  be  dispensed  with,  and  the  saving  in 
wages  would  more  than  measure  the  difference  between  the 
vidue  of  the  wool  crop  and  that  of  the  present  crop,  so  that  a 
larger  surplus  would  be  left  over  as  rent.  There  is  little 
doubt  that  the  land  would  then  be  devoted  to  the  growing  of 
wool.  That  would  be  to  the  interest  of  the  landlord  and 
against  the  interests  of  the  nineteen  laborers,  but  the  landlord 
IB  in  a  better  position  than  they  to  determine  the  form  of 
cultivation.  There  is  also  little  doubt  that  this  would  be  con- 
trary to  the  interest  of  the  conununity.    Less  would  be  pro- 

>  FrineiplM  of  PoUtical  Eeonomy,  p.  300. 
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duced  either  for  consumption  or  for  international  trade. 
Fewer  people  could  be  supported,  or  the  same  number  would 
not  be  as  well  supported  as  formerly. 

''  If  the  nineteen  men  thrown  out  of  emplo3rment  camioi 
find  places  elsewhere,  they  will  probably,  since  they  want  to 
live,  offer  their  labor  at  lower  wages  —  enou^  lower  to  en- 
able the  landlord  to  get  as  much  rent  from  the  more  intensive 
form  of  cultivation  as  he  might  get  by  the  less  intensive  fonn. 
Here  we  have  the  somewhat  anomalous  situation  of  an  in- 
crease in  price  in  one  of  the  products  of  industry  causing  i 
fall  in  the  price  of  labor.  The  key  to  this  anomaly  is  found  in 
the  fact  that  what  is  cost  to  one  man  is  frequently  gain  to 
another.  Now  in  this  supposed  case  (which  is  not  altogether 
a  supposed  case)  there  is  little  doubt  that  some  form  of  do- 
crimination  in  favor  of  the  present  crop  and  against  wool 
would  increase  not  only  the  relative  share  of  the  piodnce 
going  to  labor,  but  the  absolute  amount  of  the  produce  of  the 
land.  .  .  .  There  lies  the  opportimity  for  the  protectionist 
By  some  discrimination  which  will  tend  to  increase  the  {Htif- 
itableness  of  the  intensive  product,  or  decrease,  relativdy  at 
least,  the  profitableness  of  the  extensive  product,  an  abso- 
lutely larger  and  more  valuable  product  might  be  created. . . . 
Labor  and  capital  would  have  been  attracted  from  the  less 
productive  to  the  more  productive  industry." 

The  answer  which  first  suggests  itself  and  which  the  pres- 
ent writer  ventured  to  make  some  years  ago  ^  to  Professor 
Carver^s  argument  as  it  appeared  in  an  article  of  1902,*  is 
that  there  are,  with  reference  to  the  nineteen  men  who,  it  is 
alleged,  might  be  thrown  out  of  work  by  free  trade,  two  pos- 
sibilities. Either  these  nineteen  men  have  a  preferable  alter- 
native, under  the  free  trade  regime,  to  wheat  raising,  or  they 
have  not.  If  they  have  not,  they  will  accept  low  enougii 
wages,  rather  than  be  unemployed  and  have  nothing,  so  that 

I  See  Principles  of  Commerce,  Pt.  II,  pp.  107-108,  note,  where  Sedswick  ftod  Ed|B> 
worth  are  also  criticised  for  essentially  the  same  error.  The  writer  has  amoe  ksnid 
that  his  point  was  anticipated  in  a  criticism  of  Sedgwick  by  Davenport,  in  the  latto'i 
Outlines  of  Economic  Theory,  New  York  (Macmillan),  1896,  pp.  197-200. 

'  Publications  of  the  American  Economic  ABSociation,  3d  aeries,  vol.  iii,  pp.  176-181 
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the  landowner  can  realise  as  much  rent  for  his  land  as  if  he 
used  it  for  a  sheep  run.  Unless  their  efficiency  is  thus  im- 
paired, they  will  then  produce  as  much  wheat  as  if  they  were 
protected.  The  effect  of  freedom  from  restriction  may  mean, 
in  this  special  type  of  case,  lower  wages  and  higher  rent,  but 
not  decreased  national  wealth.  If,  however,  the  nineteen  men 
have  a  preferable  alternative,  they  will  not  raise  wheat  but 
win  occupy  themselves  otherwise  at  higher  wages  than  wheat 
mising  imder  free  trade  would  yield  them,  while  the  land- 
owner will  at  the  same  time  realize  the  higher  rent  assumed  to 
iQBult  from  using  his  land  as  a  sheep  run.  Free  trade  would 
HbKsa  raise  rent  more  than  U  vxmld  lower  wages. 

lliere  is,  however,  another  aspect  of  the  case,  which  the 
writer  cannot  but  believe  Professor  Carver  had  in  mind,  tho 
it  seems  not  to  be  clearly  stated.  This  is  that  protection  may 
be  one  way  —  not,  however,  the  best  or  most  economical  way 
—  of  increasing  the  sum  total  of  utilities.  Thus,  the  wool  may 
be  a  more  profitable  product  for  the  landowner  only  because 
tte  dass  which  buys  wool  is  richer  than  the  class  which  would 
buy  tiie  wheat,  and  not  because  it  ministers  to  so  important 
A  human  want  but  even  in  spite  of  the  fact  that  it  satisfies  a 
Ibbb  intense  want.  If  this  is  the  case,  then  to  divert  industry 
fpom  wool  production  to  wheat  production  will  tend  to  in- 
enase  tdiUties  whether  it  decreases  values  or  not.^  No  one 
Aould  know  better  than  Professor  Carver,  however,  that  the 
test  way  to  remedy  the  evils  flowing  from  imequal  distribu- 
tion of  riches,  is  not  to  attempt  to  discriminate  against  certain 
pods  as  such  in  the  hope  of  making  those  goods  relatively 
pHoee  and  hard  to  get  for  both  rich  and  poor,  while  encourag- 
il^;  the  production  of  goods  which,  in  the  legislator's  view,  are 
jBost  needed  by  the  poor.  This  is  a  curiously  roimdabout  and 
a  fdatively  ineffective  and  imeconomical  method  of  seciuing 
IMiItB  which  can  be  far  more  satisfactorily  secured  by  directly 
Indng  those  whose  incomes  are  large.  It  is  particularly  desir- 
ible  to  do  this  where  these  large  incomes  represent  no  service 

*  Fkotaelion  hasflffeeta  on  the  disCributiim  of  gold  ftnd  on  rdatiye  price  lereb  which 
lii  not  a&ommrj  to  consider  in  the  present  discussion. 
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given  by  the  recipients  to  those  from  whom  they  are  drawn, 
as  is  the  case  with  most  of  site  rent.  It  is  the  more  surprising 
that  Professor  Carver  did  not  call  attention  to  this  point 
since  he  so  clearly  favors  increased  taxes  on  mieamed  incomes, 
and  since  he  advocates  increased  taxes  on  land  as  such  (not 
merely,  it  appears,  on  future  increases  in  its  vahie),  and  on 
inheritances,  as  part  of  his  ''  liberalist's  program."^  Indeed, 
if  a  few  more  economists  of  Professor  Ciurver's  reputatioo 
should  so  frankly  advocate  land-value  taxation,  it  mi^ 
almost  be  possible  for  younger  economists  to  class  then- 
selves  as,  fimdamentally,  single-tax  sympathisers  without 
thereby  losing  caste  within  the  profession. 

H.  G.  Bbowv. 
Uniybbsttt  of  Missoubl 


A  REJOINDER 


In  case  the  nineteen  laborers  decided  to  accept  lower  wages 
and  continue  growing  wheat,  there  need  not  be,  as  ProfeaBor 
Brown  points  out,  any  diminution  in  the  total  produd 
The  result  would  simply  be  lower  wages,  higher  rent,  and  the 
same  total  product  as  before.  This  is  in  agreement  with  my 
argument  as  previously  published. 

In  case,  however,  the  nineteen  laborers  decide  to  ent^r 
some  other  calling  it  must,  of  course,  be  a  somewhat  more 
remunerative  one  than  wheat  growing  under  the  new  condi- 
tions. It  could  not,  however,  be  so  remimerative  as  ndieat 
growing  had  been  under  the  earlier  conditions  before  the  as- 
sumed rise  in  the  price  of  wool,  otherwise  they  would  not  have 
been  growing  wheat  in  preference  to  following  this  new  coco- 
pation.  In  short,  their  wages  are  somewhat  reduced  by  tbe 
enforced  change  as  compared  with  what  they  were  formerif 
getting,  but  not  so  much  reduced  as  they  would  be  if  th^r 
had  no  alternative  employment  but  were  compelled  to  ooo- 

»  Pp.  683-584. 
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kinae  growing  wheat  at  such  wages  as  would  leave  the  l^nd 
ffwner  as  high  rent  as  he  might  get  by  turning  his  land  into 
ihe^  pasture.  When  this  alternative  occupation  is  open,  the 
Aanges  assumed  would  raise  rent  and  reduce  wages  some- 
iviiaty  but  not  so  much  as  in  the  other  case. 

Win  these  changes,  as  Professor  Brown  says,  raise  rent 
wiore  than  they  will  lower  wages  ?  Yes,  if  we  are  thinking  of 
norid  economy ;  not  necessarily  if  we  are  thinking  of  national 
ieonomy.  In  order  to  find  a  satisfactory  alternative  employ- 
BBient,  the  nineteen  laborers  may  emigrate.  In  case  they  do, 
llie  nationi^  product  will  obviously  be  reduced,  and  wiU  sup- 
port a  smaller  population,  tho  the  landovmer's  rent  would  be 
di^tly  increased.  From  the  standpoint  of  world  economy, 
the  increase  of  the  total  productivity  of  industry  is  probably 
]iot  among  the  theoretical  possibilities  of  protectionism.  From 
the  standpoint  of  national  economy,  it  is.  The  protectionist 
is,  ri^tly  or  wrongly,  conmionly  a  nationalist;  and  from  his 
point  of  view  he  finds  here  at  least  a  theoretical  possibility. 

T.  N.  Cabver. 
Habvabd  UNiysBsrrr. 


A  RE-REJOINDER 


In  my  criticism  of  Professor  Carver's  book,  I  assimied  the 
abemative  industries  into  which  labor  would  go  in  case  wheat 
Induction  were  abandoned,  to  be  alternative  industries  in 
A0  Bome  country.  But  if,  in  the  supposed  case  (admittedly,  of 
ioane,  seldom  realized)  of  landowners  profiting  at  the  expense 
of  laborers  because  of  free  trade,  the  laborers  emigrate,  then 
it  is  entirely  correct  to  say,  as  Professor  Carver  does  say,  that 
\hee  trade  would  diminiah  toUd  national  wealth.  It  deserves 
^  be  pointed  out,  however  (and  I  presume  Professor  Carver 
^niD  agree  with  me  in  this)  that  free  trade  would  even  then 
tneaae  the  per  capita  wealth  of  the  coimtry  in  question.  It 
wold  fail  to  do  this,  in  a  mathematical  sense,  in  one  contin- 
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gBDCj.  The  average  ineonieB  of  kndovims  m^ijbfc  be  ao  km 
aod  wages  so  hig^  that  for  the  wag^-eanmig  dan  to  emignte 
would  leave  the  average  inoomes  of  the  landawnen  and  tlie 
few  remaining  laboreiB  lower  than  the  average  of  tiie  Isnd- 
own^s  and  the  more  hifjhfy  paid  wage  eamen  had  been  untkr 
protection  (attho  higgler  thttn  the  avenge  of  tiieae  same  ps- 
sons's  inocHnes  had  been).  Bat  in  any  caae,  the  natirmaBit 
has  the  alternative  of  keeping  the  home  popnlatinn  lafge  and 
the  home  production  the  hig^iest  by  taxing  land  rent  diree% 
and  maintaining  free  trade,  as  contrasted  with  attacking  had 
rent  indirectly,  uneconomicallyy  and  very  partially  throqgk 
protection.  I  trust  that  these  condoaionB  arc 
those  of  Professor  Carver  as  he  now  states  thenu 
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611.  —  The  future,  617. 

December  26,  1917,  the  President  of  the  United 
a  proclamation  taking  possession  of  the 
of  the  country,  under  the  powers  granted  by 
Army  Appropriation  Act  of  August  29,  1916.    As  a 
linary  to  this  profoundly  significant  step,  there 
many  months  of  strenuous  raUroad  history.    In 
the  Raikoads'  War  Board  had  assumed  direction 
flie  raibx)ads,  under  a  resolution  signed  by  nearly 
hundred  executives,   in  which  the  signatories 
themselves  during  the  war  to  coordinate  their 
ktions  in  a  continental  railway  system,  ''  merging 
such  period  all  their  merely  individual  and  com- 
^e  activities  in  the  effort  to  produce  a  maximum  of 
transportation  efficiency."    As  the  resolution 
tted,  they  desired  to  be  of  the  greatest  service  pos- 
in  the  struggle  upon  which  the  country  was  about 
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to  enter.  But  they  had  anothor  object,  frankly  a- 
pressed  by  more  than  one  executive;  they  proposed  to 
demonstrate  to  the  country  that  a  cooperative  organiza- 
tion of  private  raihoad  corporations  could  so  successfuDjr 
meet  the  situation  that  government  interference  with 
operation  would  be  unnecessary. 

Their  failure  to  effect  this  demonstration  was  due  to 
many  causes.  Probably  the  most  potent  of  these  finds 
its  source  in  the  fundamentally  competitive  atmoq^iere 
in  which  the  railroads  have  always  operated.  While  in 
many  respects  actual  competition  between  individual 
carriers  had  reduced  itself  to  matters  of  service  alone, 
yet  our  entire  body  of  legislation  has  been  constructed 
on  the  competitive  theory,  and  we  have  forbidden  rail- 
roads to  make  agreements  that  would  in  any  way  re&ve 
them  from  the  consequences  of  this  principle.  When 
railroads  serving  the  same  termini  are  not  pennitted 
under  the  Interstate  Commerce  Act  to  enter  into  any 
agreement  for  the  division  of  earnings,  it  was  not  only 
natural  but  justifiable  that  a  carrier  should  resist  at- 
tempts on  the  part  of  the  Railroads'  War  Board  to 
divert  traflSc  to  less  congested  routes.  Only  an  ejcag- 
gerated  patriotism  would  induce  a  corporation  without 
compensation  to  hand  its  traffic  over  to  a  rival.  Other 
conflicts  of  a  similar  sort  between  the  competitive  and 
the  cooperative  principle  blocked  the  attainment  of 
complete  success. 

Again  the  railroads  were  facing  a  serious  financial 
problem.  They  had  for  some  years  previously  been 
appealing  for  higher  rates,  wth  indifferent  success. 
They  were  now  faced  with  an  unprecedented  traffe, 
and  consequently  a  need  for  extensions  and  betterments 
as  well  as  for  generous  maintenance,  all  to  be  met  at 
rapidly  increasing  prices  of  materials.  Looming  on  the 
horizon  were  the  demands  of  labor  for  increases  in  wages 
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to  meet  the  steadily  increasing  cost  of  living.  Increases 
in  rates  might  have  been  granted  by  the  Interstate  Com- 
merce Commission  similar  to  those  later  imposed  by  the 
Federal  Railroad  Administration,  but  aside  from  the 
delays  involved  in  the  necessary  legal  procedure  —  the 
opposition  of  shippers,  the  protracted  hearings,  the  time 
required  for  a  considered  opinion  by  the  Commission  — 
there  were  the  endless  difficulties  involved  in  the  rela- 
tions with  state  commissions.  Moreover,  altho  some  of 
the  increasing  expense  of  operation  might  have  been  met 
by  such  increases  in  rates,  the  additional  income  would 
have  gone  but  a  little  way  toward  obtaining  the  addi- 
tional facilities  and  the  plant  extensions  required.  And 
there  was  little  likelihood  of  securing  capital  directly. 
For  it  is  very  doubtful  whether  their  income  accoimts 
would  have  so  improved  in  appearance  as  to  attract 
investors,  in  the  face  of  the  patriotic  appeals  for  the 
contribution  of  all  private  savings  to  the  winning  of  the 
war.  Neither  was  there  assurance  that  even  if  capital 
could  be  lured  into  the  railroad  industry,  the  needed 
facilities  could  be  obtained.  Steel  and  other  materials 
were  being  "  rationed  "  and  cars  and  locomotives  were 
going  abroad  for  more  direct  and  inunediate  war  service. 
On  the  operating  side,  there  were  serious  difficulties 
that  lent  weight  to  the  argument  for  government 
management.  Traffic  in  the  eastern  section  of  the 
country  was  imprecedented,  including  the  food  and 
munitions  going  abroad,  the  raw  materials  and  coal  for 
the  manufactxuing  section,  building  materials  to  supply 
government  contracts,  and  all  the  varied  and  imusual 
demands  created  by  the  war  emergency.  This  traffic 
was  originating  in  and  p>assing  through  the  most  con- 
gjested  section  of  the  coimtry,  and  that  for  export  was 
routed  without  restraint  to  the  usual  outlets,  because  as 
yet  cooperation  with  shipping  had  not  proceeded  far 
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enough  to  make  any  other  policy  possible.  Priority  for 
government  freight,  a  privii^e  in  many  cases  grossly 
abused,  with  no  central  authority  to  determine  the 
degree  of  priority,  seriously  increased  the  congestion. 
Providence  added  to  the  complications  by  a  winter 
almost  imknown  in  its  severity.  This  not  only  hampered 
rail  transportation,  but  blocked  the  marine  terminab 
and  stopped  the  flow  of  traffic.  Motive  power  kept  long 
in  service  because  there  was  little  opportunity  for  ade- 
quate repairs,  was  crippled  and  inefficient.  There  was 
no  satisfactory  cooperation  between  rail  and  water  serv- 
ice, and  many  of  the  Atlantic  coastwise  vessels  were 
withdrawn  by  the  War  and  Navy  Departments,  and  the 
traffic  thrown  on  the  railroads. 

The  operating  troubles  were  almost  wholly  in  the  east, 
and  the  government  might  have  assumed  control  only  of 
those  carriers  that  were  specifically  required  for  the  task 
in  hand,  instead  of  taking  possession  of  the  sjrstem  as  a 
whole.  But  aside  from  the  fact  that  it  was  impossible  to 
anticipate  at  that  time  how  extensive  would  be  the 
ramifications  of  the  war  needs,  and  just  what  lines  of 
railroad  would  be  required,  the  government  might  have 
initiated  serious  controversies  if  it  had  selected  certain 
roads  whose  earnings  were  to  be  guaranteed  and  whose 
labor  was  to  be  assured  the  market  wage.  By  the  so- 
called  Railroad  Control  Act  approved  March  21,  1918, 
which  put  the  proclamation  of  the  President  into  effect, 
it  was  provided  that  the  President  might  turn  any  road 
back  to  its  owners  before  July  1,  1918,  by  which  time 
presumably  the  government  would  be  in  a  position  to 
judge  whether  it  would  find  it  wise  to  operate  the  system 
as  a  whole.  Whether  if  properly  backed  by  the  govern- 
ment in  their  financial  policy,  in  their  dealings  with 
labor,  and  in  hurdling  the  many  restrictive  statutes 
federal  and  state,  the  railroads  could  have  operated 
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It  should  be  stated  at  the  outset,  that  in  appraisiBg 
the  results  of  the  past  fifteen  months  of  govemmeot 
operation,  no  attempt  will  be  made  to  determine  from 
this  experience  the  desirability  of  permanent  national- 
ization. The  period  has  been  a  wholly  unprecedented 
one,  from  which  no  valid  conclusions  may  be  drawn. 
It  is  not  surprising  that  many  individuals  and  many 
journals  opposed  to  government  ownership,  and  fearful 
that  once  the  government  takes  hold,  it  will  never  let  go, 
should  have  watched  every  move  with  intense  interest, 
and  seized  upon  every  unfavorable  development  as  an 
argument  to  support  their  contentions.  It  is  not  so 
clear  why  those  associated  with  federal  operation  should 
have  made  predictions  concerning  the  results  of  imified 
operation  that  they  could  not  hope  to  realize.  Beyond 
their  natural  desire  to  make  the  railroads  contribute  to 
their  utmost  in  winning  the  war,  they  could  have  had  no 
other  wish  than  to  do  the  best  possible  job  under  the 
difficult  circumstances,  and  the  necessity  constantly  of 
explaining  away  unfulfilled  promises  has  only  laid  them 
open  to  the  charge  of  cherishing  an  ulterior  purpose. 

The  Contract 

The  President's  proclamation  ordered  the  Director 
General  to  draw  up  agreements  for  compensation,  based 
upon  an  annual  guaranteed  rental  above  depreciation 
and  maintenance,  equivalent  to  the  average  of  the 
annual  net  operating  income  for  the  three-year  period 
ending  June  30,  1917.  It  was  declared  that  nothing 
done  under  the  proclamation  should  impair  the  rights  of 
stockholders  and  bondholders  to  receive  just  and  ade- 
quate compensation  for  the  use  of  their  property.  R^- 
lar  dividends  and  interest  were  to  be  continued  until  and 
unless  the  Director  General  determined  otherwise,  and 
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subject  to  his  approval  carriers  might  renew  and  extend 
existing  obligations.  The  Federal  Control  Act,  ap- 
proved March  21,  1918,  ratified  the  terms  of  the  proc- 
lamation —  that  the  compensation  should  be  an  annual 
sum  equivalent  to  the  average  of  the  net  operating  in- 
come for  the  three  years  ending  June  30,  1917,  to  be 
ascertained  and  certified  to  by  the  Interstate  Commerce 
Conunission.  It  was  enacted  that  every  agreement 
should  contain  adequate  provision  for  maintenance  of 
property,  for  its  return  in  substantially  as  good  condi- 
tion as  at  the  beginning,  with  provision  for  reimburse- 
ment to  the  United  States  for  the  cost  of  additions  and 
betterments  not  properly  chargeable  to  it.  Power  was 
given  to  the  President  to  make  special  contracts  when 
abnormal  conditions,  such  as  a  receivership,  prevailed 
during  the  "  three-year  test  period."  The  federal  ad- 
ministration was  to  pay  interest  on  any  fimds  expended 
by  a  carrier  for  improvements  and  extensions,  if  made 
with  the  approval  of  the  President.  No  carrier  without 
presidential  approval  could  declare  a  dividend  in  excess 
of  its  r^ular  rate  during  the  three-year  test  period.  A 
'*  revolving  fund  "  of  $500,000,000  was  created,  out  of 
which,  in  addition  to  meeting  the  expenses  of  federal 
control  and  the  compensation  of  carriers,  provision 
might  be  made  for  terminals  and  equipment.  The  Pres- 
ident might  order  any  carrier  to  make  additions  and 
betterments  or  provide  terminals  and  equipment,  and 
might  make  advances  from  the  revolving  fund  with 
proper  provisions  for  interest  and  reimbursement.  If 
the  contract  was  not  accepted  by  the  carrier,  the  Pres- 
ident was  authorized  to  pay  to  it  90  per  cent  of  the 
estimated  compensation,  provision  being  made  for  adju- 
dication of  the  issue  by  a  board  of  referees  appointed  by 
the  Interstate  Conunerce  Commission,  with  final  appeal 
to  the  Court  of  Claims. 
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Under  the  guidance  of  this  statute,  negotiations  were 
undertaken  between  the  Raiboad  Administraticm  and 
the  carriers  for  the  construction  of  a  ''  standard  con- 
tract/' So  many  were  the  issues  involved  tliat  the  final 
fc»in  was  not  agreed  upon  until  October  22, 1918,  and  so 
varied  were  the  problems  of  adjustn^nt  and  the  claims 
for  special  consideration  on  the  part  of  the  individual 
carriers,  that  many  of  the  companies  have  not  yet  signed 
the  agreement.  Many  carriers  have  announced  their 
intention  to  follow  the  method  of  adjudication  imivided 
by  the  statute. 

It  is  unnecessary  to  enter  into  the  technical  details  d 
this  agreement.  It  follows  the  proviaons  of  the  Federal 
Control  Act  already  described,  and  only  such  pcHots 
need  to  be  mentioned  as  will  throw  further  li^t  upcH) 
these  statutory  requirements.  The  Railroad  Admin- 
istration agreed  to  meet  operating  expenses  and  normal 
taxes,  and  to  maintain  the  propaiy  and  equipment  up 
to  the  standard  prevailing  when  the  road  was  tak^ 
over;  but  if  during  the  test  period,  the  maintenance 
appropriations  bad  not  been  sufficient  to  put  the  prop- 
erty in  condition  for  safe  operation,  additional  main- 
tenance up  to  a  normal  standard  might  be  provided  at 
the  expense  of  the  company.  Improvements  to  railroad 
property  and  new  equipment  were  chargeable  to  the 
roads,  and  were  to  carry  interest  as  rental  payable  by  the 
Director  General,  but  strictly  war  improvements  w&e  a 
charge  against  the  government.  The  annual  compensa- 
tion, payable  whether  earned  or  not,  was  not  subject  to 
any  deductions  that  would  prevent  the  company  from 
supporting  its  corporate  organizatioo,  keeping  up  its 
sinking  funds,  pajong  taxes,  rents  and  interest  on  loans. 
These  charges  being  provided  for,  the  government  re- 
ser\'ed  an  emergency  right  to  make  deductions  from  the 
remaining  compensation  to  satisfy  indebtedness  to  it. 
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Such  power  was  to  be  used  only  when  no  other  means 
was  available,  and  when  its  exercise  would  not  interrupt 
unnecessarily  the  regular  payment  of  dividends,  where 
such  dividends  had  been  disbursed  during  the  test 
period.  Fmally,  the  contract  specifically  stated  that 
none  of  its  provisions  should  be  construed  as  expressing 
or  prejudicing  the  future  policy  of  the  United  States 
concerning  railroad  ownership,  control  or  regulation. 

Protracted  negotiations  took  place  before  the  rail- 
roads finally  accepted  the  clauses  relative  to  the  right  of 
the  government  to  restore  deferred  maintenance,  and  to 
use  a  part  of  the  carrier's  compensation  to  pay  its  debt 
to  the  government.  But  the  most  insistent  contention 
of  the  carriers,  which  was  finally  denied,  was  the  right  to 
litigation  at  the  end  of  federal  control  on  the  question 
whether  they  had  suffered  damage  by  reason  of  diver- 
sion of  business.  It  was  held  by  the  Director  General 
upon  advice  of  the  Solicitor  General,  that  the  roads 
having  been  taken  over  for  war  purposes.  Congress 
intended  that  the  authorized  compensation  should  cover 
this  element. 

The ''  standard  return,"  based  upon  the  average  oper- 
ating income  of  the  three  fiscal  years  previous  to  1918, 
undoubtedly  worked  injustice  to  individual  roads.  For 
eszample,  the  roads  of  the  Southeast,  which  had  been 
slowly  building  up  their  earning  capacity,  had  not  in 
these  three  years  realized  fully  the  results  of  their  invest- 
m^it  policy.  Yet  on  the  whole,  the  bargain  was  probably 
asfair  a  one  as  could  have  been  drawn  up  for  the  railroads 
ID  general.  Nineteen-fifteen  was  as  lean  a  year  as  1917 
was  a  fat  one,  and  the  three  years  when  averaged  to- 
gether roughly  approximated  a  just  return.  And  when 
all  the  conditions  are  taken  into  accoimt,  particularly 
tiie  fijiancial  situation  that  the  railroads  faced  at  the 
banning  of  1918,  the  transfer  of  the  railroads  to  the 
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T}i^  F^ooml  Oxzroi  Act  pliffH  vithm  the  dass  of 
:ai2$  ^nis^sc  »  n&  benefits  all  mdependentlT  owned 

arracR  ctDcnpetiDg  or  eaonectinig  with  the 
ui  beczL  placed  nnder  federal  coDtrd  by 
::d:il  ipxiamatkn-  These  were  the  so-cslled 
'  ?b:'n  I^ty^"  Tbev  were  in  few  instaaees  <rf  anv  im- 
p»:r:;iz<e  ;o  the  eDTemmait  for  the  w^ur  emeriBency,  yet 
their  T^err  existenee  was  threatened  by  a  poGcy  cl  asi- 
ie^zjf:^  wtjeii  wixiid  lesnh  in  a  dirersiGn  of  their  traflk. 
Bt  Se^n^jc  14  of  the  Control  Art.  the  President  was  em- 
pi>wered  to  le&cqizish  prior  to  Jnhr  1,  1918^  any  roads 
ZfZ<  !ieeded.  and  thereafter  any  others  by  agreement 
whh  rhe  carriers.  In  accordance  therewitlu  on  June  29, 
l!>IS.  there  were  retinqai^ied  frcnn  federal  contrxd  2161 
^brrr-Iine  nilr«:dii5.  inchidmg  standard  railroads,  plant 
fiiriliu-e^.  eL-rctrt*:  lines,  and  switching  and  terminal 
rr^is.  By  r^s^tor^tioc  and  further  refinquishm^it  under 
azT'^eci-en: .  :h^  net  number  relinquished  stood  on  Jan- 
ujiT].-  1.  Ivi^.  a:  2110. 

For  the  protection  of  these  relinquished  roads,  the 
adniinistrition  Lis  prepared  a  coop^ative  contract 
open  to  signaaire  at  wilL  Signatories  are  guaranteed  a 
fair  diN-ision  of  joint  rates,  an  equitable  allotm^it  of 
ctir^.  and  the  right  to  the  use  of  govemmait  purchasing 
&£:en:ies.  Morec-ver.  in  contrast  to  the  refusal  of  the 
gi.vemment  to  reo^gnize  any  claim  on  the  part  of  the 
c»>n: rolled  railroads  to  damages  for  diveraon  of  thrir 
business,  the  Director  General  agrees  to  reimburse  these 
short  lines  in  cash  for  any  revenues  on  competitive 
trafEc  lost  during  191S.  and  guarantees  for  the  future  to 
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deliver  such  amoiint  of  competitive  traffic  to  them  as  is 
necessary  to  insm-e  the  quantity  carried  during  the  three- 
year  test  period.  Thus  far  the  contract  has  been  taken 
advantage  of  by  relatively  few  of  the  relinquished  roads. 

Federal  Operation 

From  the  summary  already  made  of  the  reasons  why 
the  roads  were  taken  over^  it  appears  clear  that  the  main 
object  in  view  by  the  Federal  Railroad  Administration  ^ 
was  that  of  making  the  railroads  a  part  of  our  line  of 
conmnmications  and  an  effective  weapon  in  the  conduct 
of  the  war.  This  meant  first;  that  the  transportation 
system  of  the  coimtry  must  be  operated  as  a  unit  and 
made  to  serve  our  war  needs,  with  only  secondary  regard 
to  other  considerations,  and  second,  that  in  the  accom- 
plishment of  this  task,  there  should  be  no  waste  trans- 
portation if  it  could  possibly  be  avoided.  We  were 
seriously  short  of  facilities,  and  the  task  could  be  accom- 
plished only  if  every  mile  of  track  and  every  imit  of 
equipment  were  used  to  their  utmost  capacity  and  in  the 
most  efficient  manner.  Yet  as  we  shall  see  later,  the 
demand  for  speed  and  efficiency  was  not  always  consist- 
ent with  the  requirements  of  economical  raiboading. 

Of  the  many  methods  inaugurated  for  securing  econo- 
mies in  service,  those  which  brought  the  largest  returns 
in  money,  if  we  may  rely  upon  the  estimates  of  the  Ad- 
ministration, have  been  the  elimination  of  passenger 
service,  the  unification  of  terminals,  and  the  reduction 
in  size  and  expense  of  the  organizations  of  the  individ- 
ual railroads. 

That  there  was  ample  justification  for  eUmination  of 
passenger  service  as  a  war  measure  needs  Uttle  demon- 

>  For  the  orguibation  of  the  United  States  RaUroad  Adminktntion,  with  a  sttm- 
xnary  of  its  acoompliahmentB  for  the  firit  seven  months,  see  Brice  Clacett,  in  Quarterly 
Journal  of  Eeonomics,  toI.  zzjmi,  p.  188,  November,  1018. 
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stration.  Even  before  the  war,  there  was  much  com- 
ment concerning  duplicate  passenger  service  out  of  the 
large  cities,  particularly  those  of  the  Middle  West,  like 
Chicago,  St.  Louis,  and  St.  Paul,  and  now  when  every 
available  locomotive  and  car  was  needed  either  for  the 
handling  of  food  or  munitions,  or  in  transporting  troops 
to  the  camps  and  the  embarkation  points,  and  when 
track  room  at  the  inadequate  terminals  was  at  a  pre- 
miimi,  the  Administration  was  well  within  its  rights  in 
introducing  somewhat  ruthlessly  a  severe  cut  in  service. 
The  saving  appears  to  have  been  the  largest  in  the  west 
and  northwest,  where  passenger  aeconunodations  had 
been  the  most  liberal,  and  in  the  Elastem  Region  when 
the  traffic  was  heaviest.  The  method  followed  was  to 
eliminate  duplicate  service,  and  in  many  cases  to 
lengthen  the  schedules  of  limited  trains  and  impose 
upon  them  the  duty  of  handling  local  traffic.  The  boon 
of  trains  on  parallel  routes  were  ''  staggered  "  and  rail- 
road tickets  were  honored  by  alternative  routes.  Some 
trains  with  light  earnings  were  discontinued  altogether. 
In  the  case  of  transcontinental  traffic,  the  fastest  service 
was  assigned  to  the  most  direct  route,  the  others  being 
used  for  local  traffic.  The  Director  General  estimated 
the  annual  saving  in  passenger  train  miles  as  67,291,000, 
or  a  little  over  10  per  cent.  Some  of  the  R^onal 
Directors  have  computed  the  saving  at  $1 .00  per  mile. 

This  reduction  in  scheduled  train  service  made  pos- 
sible a  notable  achievement  of  the  Administration  in  its 
troop  movement,  in  which  from  January  1,  1918,  to  the 
signing  of  the  armistice,  there  were  transported  6,496,- 
150  men.  From  4500  different  pomts,  1,785,342  drafted 
men  were  moved  to  training  camps  and  fed  in  transit. 
Of  the  total  movement,  4,038,918  men  in  9109  special 
trains  traveled  an  average  distance  of  855  miles,  the 
largest  long  distance  troop  movement  in  history.   Into 
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the  crowded  embarkation  ports  were  brought  1,904,014 
men  without  interference  with  other  traffic.  During  one 
period  of  30  days,  more  than  20  troop  trains  daily 
entered  the  port  of  New  York. 

That  the  policy  of  reduction  of  passenger  service  has  ' 
resulted  in  very  appreciable  inconvenience  and  dis- 
comfort to  the  traveling  public,  every  one  can  testify, 
but  it  was  borne  with  cheerfulness  as  a  war  necessity, 
and  for  that  reason  only.  That  the  Administration 
Fully  appreciates  this  fact  is  evident  in  the  generous 
restoration  of  pre-war  service  that  has  already  taken 
place.  To  what  extent  the  roads  can  or  will  eliminate 
the  waste  of  passenger  transportation  when  they  are 
again  in  possession  of  their  properties  remains  to  be 
Been.  Many  executives  have  contended  that  the  waste- 
ful duplicate  service  is  the  result  of  an  inability  to  agree 
upon  a  more  efficient  schedule  of  operation,  without 
incurring  the  penalties  of  the  Anti-trust  Act.  Whether 
(HT  not  this  is  true,  there  is  a  vast  difference  between  the 
ability  to  do  a  thing,  and  the  desire  to  do  it.  The  re- 
moval of  any  possible  restrictions  of  law  would  not  com- 
pel railroads  to  arrange  their  trains  on  an  alternating 
schedule,  or  to  assign  to  some  one  road  the  limited  serv- 
ice and  leave  to  the  others  the  local  service.  The  desire 
of  each  road  to  offer  the  best  service  at  the  most  popular 
hour  of  the  day  is  the  cause  of  transportation  waste,  and 
the  removal  of  legal  restrictions  with  an  opportunity  to 
pool  earnings,  would  not  provide  compensation  for  a  loss 
of  the  advertising  value  of  good  train  service,  nor  could 
it  eradicate  the  natural  and  conunendable  spirit  of 
emulation. 

In  the  unification  of  terminal  facilities,  the  opportxmi- 
ties  for  radical  economies  are  not  so  abimdant  as  in  the 
reduction  of  passenger  service.  While  many  of  the  com- 
petitive practices  have  been  done  away  with,  the  physi- 
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cal  barriers  to  a  thoro  unification  cannot  be  removed. 
The  growth  in  population  and  the  increase  in  land 
values  has  intensified  a  situation  which  was  essentially 
uneconomic  and  imscientific  from  the  b^inning,  and 
which  is  due  to  the  competitive  and  individualistic 
character  of  our  railroad  development.  On  the  side  of 
passenger  service,  the  most  striking  case  of  imification  is 
foimd  in  the  opening  of  the  Pennsylvania  Terminal  in 
New  York  to  the  Baltimore  and  Ohio  and  the  Ldii^ 
Valley  railroads. 

For  the  control  of  freight  traffic,  terminal  managots 
were  appointed  at  all  the  important  terminal  points. 
While  the  actual  physical  reconstruction  of  tenninab 
was  of  course  impossible,  there  was  opportimity  for 
saving  in  switching  costs  and  consequently  increased 
speed  in  handling.  Efforts  have  been  made  to  route 
traffic  so  as  to  ensure  deUvery  with  the  Tninimnin  of 
switching,  and  when  switching  has  been  required,  to 
confine  the  service  to  as  few  carriers  as  possible.  It  was 
found  for  example,  that  in  some  cases  in  the  Chicaga 
terminal,  as  many  as  nineteen  different  railroads  were 
serving  one  plant  or  district  solely  as  a  result  of  competi- 
tion. Wherever  possible,  switching  is  now  confined  to 
one  line.  In  the  Southwestern  Region,  the  switching 
work  formerly  done  by  109  roads  is  now  handled  by  54. 

The  weakest  point  in  our  present  operating  machine 
is  found  in  the  state  of  the  terminal  f aciUties,  a  condition 
growing  rapidly  more  serious  with  the  increase  in  popu- 
lation and  the  lack  of  available  space.  It  is  a  comparar 
tively  simple  problem  to  increase  trackage  on  the  line, 
but  the  benefit  of  such  increase  is  altogether  neutralised 
if  cars  cannot  be  handled  expeditiously  at  terminals. 
As  a  matter  of  fact,  it  may  happen  that  additional  busi- 
ness results  in  an  actual  loss  to  the  carrier  accepting  it, 
because  it  slows  up  its  entire  servicei  and  often  only 


FEDERAL  OPERATION  OP  RAILROADS  591 

serves  to  create  congestion  and  stagnation.    It  has  been 
the  primary  object  of  the  carrier  to  meet  the  wishes  of 
the  shipper,  to  provide  him  with  equipment  promptly  as 
called  for,  and  to  accept  his  consignments  without  ques- 
tion.   In  fact,  this  is  the  obUgation  imposed  upon  the 
carrier  by  law,  and  while  there  is  likewise  imposed  the 
l^al  obligation  to  deliver,  yet  the  accent  both  in  legis- 
lation and  in  practice  has  been  placed  upon  the  act  of 
getting  goods  started  on  their  way,  regardless  of  the 
capacity  of  the  terminal  to  take  care  of  the  cars  or  of  the 
consignee  to  unload.   The  only  relief  heretofore  has  been 
the  resort  by  terminal  roads  to  the  crude  and  unsatis- 
factory method  of  embai^oes,  which  have  simply  forced 
the  congestion  back  along  the  line,  and  have  produced 
wave-like  movements  of  traffic,  difficult  to  handle  and 
creating  conditions  unsatisfactory  to  shippers.    Under 
federal  operation  the  so-called  "  permit  system  "  was 
introduced  for  certain  kinds  of  traffic,  especially  that 
essential  to  the  war,  imder  which  goods  could  not  be 
accepted  for  transportation  until  assurance  was  received 
that  the  consignee  could  accept  and  imload  without  car 
delay.    This  system,  in  the  management  of  which  all 
government  departments  cooperated,  alone  made  pos- 
sible the  handling  of  the  immense  war  traffic  without 
congestion.    All  War  and  Navy  Department  shipments 
were  handled  on  a  permit  basis.    All  export  traffic  via 
Atlantic,  Gulf,  and  Pacific  ports  was  and  is  still  handled 
in  this  manner,  and  the  system  was  applied  during  the 
war  to  domestic  shipments  to  Philadelphia,  New  York, 
and  Baltimore.    Wheat  and  hog  shipments  to  primary 
markets  have  been  stabilized  by  this  process.    Except 
Ux£  export  shipments  and  the  handling  of  grain,  there  is 
at  present  no  further  need  for  the  holding  back  of  traffic, 
but  the  success  of  the  experiment  has  been  so  decided 
that  it  should  be  carried  over  into  normal  times  to  be 
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applied  in  periods  of  emergency.  What  embaigoes  have 
not  been  able  to  accomplish,  might  be  secured  throu^ 
a  bureau  of  the  commission  such  as  the  Car  Service 
Bureau,  charged  with  the  duty  of  watching  congested 
terminals,  and  exercising  a  control  over  traffic  that 
would  assure  a  more  steady  flow,  and  when  necessary, 
divert  traffic  through  gateways  that  were  better  i»e- 
pared  to  handle  it.  In  connection  with  the  solution  of 
this  problem,  the  Railroad  Administration  also  under- 
took the  coordination  of  the  marine  departments  of  the 
different  railroads  and  the  use  of  aU  piers  regardless  of 
ownership.  A  much  more  ambitious  project  was  the 
creation  of  the  Exports  CJontrol  Committee,  with  power 
to  determine  the  ports  to  which  traffic  should  be  hauled, 
thus  overcoming  the  utter  lack  of  coordination  between 
rail  and  water  agencies  that  prevailed  at  the  beginning. 
The  permit  system  was  employed  to  prevent  the  8h^>• 
ment  of  goods  to  any  port  until  there  was  a  practical 
certainty  that  ships  would  be  promptly  available. 

The  war  did  not  last  long  enough  to  give  this  commit- 
tee the  opportimity  to  make  its  influence  felt  in  any  large 
way  on  the  traffic  of  the  country.  But  some  means  must 
soon  be  found  to  put  this  policy  into  practical  operation 
if  we  are  to  utilize  to  the  best  advantage  our  railroad, 
port,  and  steamship  facilities,  and  avoid  the  frequent 
congestions  and  blockades  that  arise  from  a  too  great 
popularity  of  a  relatively  few  of  our  ocean  terminals. 
Shipping  must  be  attracted  to  the  less  frequented  ports, 
and  traffic  must  be  so  distributed  that  a  steady  flow  to 
and  from  the  ports  can  be  assured  the  railroads  serving 
them.  This  will  raise  the  question  whether  it  is  to  the 
public  interest  to  permit  the  continuance  of  the  railroad 
control  of  terminal  facilities,  imder  which  close  traflSc 
agreements  are  made  with  steamship  lines,  frequently 
to  the  detriment  of  the  proper  development  of  the  port. 
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of  the  officers  released  by  the  Administration  continued 
as  officers  of  the  raihx)ad  corporations,  and  the  sum  total 
of  administrative  expense  remained  as  before.  More- 
over, the  Director  General  recognized  the  necessity  of 
paying  salaries  of  $40,000  and  $50,000  to  his  Regioiial 
Directors.  Other  members  of  his  staff  whom  he  se- 
cured at  lower  salaries,  assumed  their  duties  as  a  war 
service  and  at  a  considerable  personal  sacrifice.  When 
in  addition  to  this,  it  is  observed  that  the  expenses  of  the 
federal  administration  are  steadily  growing,  it  must  be 
concluded  that  this  is  one  of  the  instances  in  which  the 
desire  of  the  Administration  to  do  the  popular  thing,  kd 
it  into  promises  that  it  was  imable  to  fulfill. 

In  contrast  with  the  British  plan,  leaving  the  opeor 
tion  of  the  roads  to  their  General  Managers  under  a 
government  guarantee,  the  Director  General  inaugu- 
rated a  regime  of  federal  operation,  with  a  staff  whidi, 
altho  made  up  largely  of  experienced  railroad  men,  was 
required  to  sever  all  its  former  connections  and  recog- 
nize responsibility  to  him  alone.  Basing  his  action  upon 
the  Biblical  generalization  that  "  no  man  can  serve  two 
masters,"  he  made  a  definite  cleavage  between  the 
operating  staff  and  employees,  which  now  were  placed 
on  the  pay-roll  of  the  Federal  Railroad  Administration, 
and  the  officers  of  the  railroad  corporations,  who  repre- 
sented the  owners,  stockholders,  and  creditors  as  lessors 
of  the  railroad  property.  Many  of  the  former  execu- 
tives have  been  retained  as  operating  heads  of  systems 
or  groups  of  roads,  many  others  have  become  presidents 
of  their  corporations,  with  the  duty  of  protecting  the 
interests  of  their  stockholders.  The  explanation  of  the 
practice  of  the  Director  General,  in  notable  instances,  in 
passing  over  the  presidents  of  the  large  railroads,  and 
selecting  subordinate  officers  as  his  federal  manageis^ 
seems  to  have  been  a  feeling  that  more  whole-hearted 
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subservience  to  federal  authority  would  be  assured  in 
the  case  of  younger  men,  whose  duties  had  not  brought 
them  so  closely  in  touch  with  broader  corporate  interests 
and  questions. 

The  three  "  economies  "  in  which  the  largest  esti- 
mated saving  was  shown  have  now  been  discussed. 
Other  administration  policies  may  be  summarized 
briefly.  Rerouting^ traflSc  to  avoid  unnecessary  mile- 
age was  attempted  in  all  sections,  and  it  was  assisted 
materially  by  shippers  themselves  who,  after  the  dis- 
appearance of  the  traffic  forces  and  the  ending  of  solic- 
itation, natiu^ly  sought  the  shortest  routes  for  their 
goods.  But  direct  routes,  especially  in  the  east,  became 
80  congested  that  roimdabout  hauls  were  required,  and 
the  saving  was  thereby  largely  nullified.  No  satisfac- 
tory estimate  of  savings  can  be  made,  but  it  is  doubt- 
ful whether  any  large  economies  resulted  imder  the 
emergency  conditions  of  the  war  period.  The  "  sailing- 
day-plan,"  under  which  less-than-carload  freight  is  as- 
sembled in  solid  cars  and  despatched  without  transfer 
to  destination,  has  been  widely  introduced,  but  not  with- 
out protests  from  shippers  in  some  sections,  who  have 
felt  that  their  privil^es  were  being  curtailed.  They  have 
protested  against  being  obliged  to  bring  their  traffic  to 
the  freight  station  on  designated  days  only,  and  to  ship 
it  only  by  designated  routes.  But  many  of  the  objec- 
tions to  the  plan  as  originally  promulgated  have  now 
been  removed,  and  with  its  more  general  introduction 
its  advantages  from  the  standpoint  of  service  are  likely 
to  be  better  understood  and  appreciated.  The  move- 
ment for  better  loading  of  cars  and  trains,  begun  and 
largely  accomplished  under  the  Railroads'  War  Board, 
has  to  some  degree  improved  during  the  period,  with  the 
invaluable  assistance  of  the  various  government  agencies 
concerned.    Moreover,  the  shippers  contributed  to  this 
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not  alone  from  patriotic  motives,  but  because  they  felt 
the  necessity  of  making  full  use  of  their  limited  supply 
of  cars.  Solid  trains  were  routed  direct  from  ori^  to 
destination,  expediting  traffic  and  saving  yard  expense. 
The  service  was  applied  most  extensively  to  traffic  in 
flour  and  grain,  lumber,  fruit,  packing-house  products, 
live-stock,  cotton,  and  oil.  However,  the  statistics  of 
loading,  particularly  for  the  Eastern  Region,  are  ma- 
terially i^ected  by  the  extent  of  empty  car  mileage 
westboimd,  which  the  war  exigencies  forced  upon  tlie 
management.  So  far  as  was  possible,  the  '^permit 
system  "  was  used  as  a  weapon  to  enforce  full  return 
loads.  The  coal-zoning  plan,  introduced  primarily  to 
meet  the  fuel  shortage,  was  e£fective  in  eliminating  a 
large  waste  in  transportation,  altho  it  necessitated  a 
serious  readjustment  in  markets  that  were  accustonoed 
to  certain  grades  of  coal,  and  were  by  this  plan  now 
obliged  to  resort  to  substitutes.  An  increase  in  demur- 
rage rates  almost  to  a  prohibitive  point,  was  put  into 
force  to  speed  up  the  unloading  of  cars.  Through  inte^ 
line  way  billing  was  extended  and  reconsignment  privi- 
leges to  a  considerable  degree  eliminated.  A  system  of 
store  door  delivery  of  package  freight  was  introduced 
in  New  York  and  Philadelphia  to  relieve  the  terminal 
situation.  The  Car  Service  Section  undertook  with 
some  success  the  campaign  for  advance  movement  of 
important  raw  materials  during  the  summer  months,  to 
avoid  a  possible  congestion  in  the  fall.  Finally,  thtfe 
may  be  mentioned  the  devising  of  methods  for  the  con- 
solidation and  simplification  of  tariffs  and  the  comple- 
tion of  a  uniform  freight  classification,  in  preparation 
long  before  the  war,  which  has  been  submitted  to  the 
Interstate  Commerce  Commission,  but  not  yet  approved. 
In  the  passenger  field,  the  project  which  is  looked 
upon  with  the  greatest  satisfaction  by  the  Administro- 
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its  work  has  developed  with  such  efficieacy  that  its 
staodards  and  reports  are  likely  to  have  a  permanent 
place  in  railroad  administration. 

In  the  field  of  maintenance,  many  practices  have  been 
standardized,  and  the  principles  of  unification  in1ax>- 
duced.     Locomotive  repair  shops  have  been  pooled 
regardless  of  ownership,   thus  reducing  distance  to 
which  locomotives  are  sent  for  repairs  and  the  time  tfa^ 
are  out  of  service;   standard  practice  has  heeai  intnv 
duced  in  many  phases  of  maintenance  and  inqiectiaii, 
and  the  policy  of  inspection  has  been  ext^ided  to  take 
the  place  of  commercial  insurance,   now  abolished. 
Joint  purchase  of  supphes  has  been  undertaken  what- 
ever possible.    The  most  sweeping  innovation  and  the 
one  which  has  met  with  the  strongest  opposition,  is  the 
introduction  of  standardization  into  the  manufacture 
of  locomotives  and  cars.    The  Director  General,  in  his 
seven  months'  report  of  September,  1918,  stated  tiiat 
there  were  said  to  be  prior  to  the  war  2023  different 
styles  of  freight  cars,  and  almost  as  many  of  locomotives. 
At  the  time  of  his  report,  twelve  standard  types  of 
freight  cars  had  been  decided  upon,  and  six  types  of 
locomotives  in   two  weights.     With   interchangeable 
parts,  it  was  expected  that  these  relatively  few  types 
could  be  more  rapidly  repaired,  particularly  when  off 
their  own  lines,  and  that  the  stock  of  repair  parts  could 
be  reduced.     Moreover,  it  had  already  been  demon- 
strated that  the  speed  in  production  of  new  equipment 
was   materially   increased.     Aside  from   the  natural 
opposition  of  the  locomotive  and  car  builders  to  this 
policy,  there  are  many  expert  railroad  maintenance 
engineers  who  feel  that  the  policy  of  standardization 
has  been  carried  too  far,  and  that  many  roads  are  con- 
sequently imable  to  secure  the  equipment  adapted  to 
their  peculiar  needs.    Efficiency  in  operation  has  been 
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tion  of  the  company  was  taken  over  by  the  Raihoad 
Administration  under  presidential  proclamation.  Ex- 
press matter  is  now  sent  by  the  most  direct  route 
available,  and  express  cars  are  utilized  independeDtly 
of  ownership. 

By  the  Federal  Ck>ntrol  Act,  the  President  was  au- 
thorized to  expend  from  the  revolving  fund  what  he 
deemed  necessary  or  desirable  for  the  utilization  and 
operation  of  canals,  and  the  purchase,  or  constructaon 
and  operation  of  equipment  on  inland  and  coastwise 
waterways.  A  Marine  Department  was  created  under 
the  Railroad  Administration.  Because  of  the  requisi- 
tioning by  the  government  of  a  large  amount  of  coast- 
wise tonnage  for  war  purposes,  the  remaining  private 
lines  were  disposed  to  accept  only  the  most  profitable 
tonnage,  and  an  additional  burden  was  in  consequence 
thrown  on  the  railroads.  Accordingly,  the  Railroad 
Administration  not  only  took  over  all  railroad  owned 
steamships,  but  also  under  the  President's  war  powers, 
fifty-one  ships  belonging  to  four  private  companies. 
These  private  vessels  were  returned  to  their  owners  after 
the  armistice.  In  April,  1918,  the  New  York  Barge  Canal 
Section  was  created,  and  the  leasing  and  construction 
of  equipment  was  undertaken.  But  the  terminals  were 
not  yet  constructed  and  equipment  was  inadequate 
throughout  the  season,  so  that  nothing  was  accom- 
plished. In  July,  the  Cape  Cod  Canal  was  taken  over 
to  provide  an  inside  waterway  free  from  submarine 
danger.  Dredging  and  other  maintenance  work  was  at 
once  undertaken,  and  traffic  began  moving  in  volume  in 
the  fall.  In  the  same  month,  the  Mississippi  and  War- 
rior Waterways  Section  was  created.  The  fleet  of  the 
Kansas  City-Missouri  River  Navigation  Company  was 
purchased,  and  barges  were  leased  from  the  Corps  of 
United  States  EDgineers.     Construction  of  towboats 
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to  operate  with  the  greatest  possible  economy  consistent 
with  war's  demaDds.  Of  course  this  policy  has  not  been 
carried  out  without  dissatisfaction  to  passengers  and 
shippers,  and  now  that  the  seal  of  silence  imposed  by 
patriotism  is  broken,  we  are  learning  very  definitdy  the 
public's  opinion  of  government  operation.  Many  of  the 
changes  introduced  have  long  been  needed,  but  were 
impossible  of  accomplishment  under  competitive  con- 
ditions. Should  codperation  on  a  large  scale  follow  Has 
period  of  federal  operation,  the  lessons  learned  in  the 
experiment  with  policies  of  imification  should  not  be 
lost. 

Labor  Conditions 

No  more  serious  situation  confronted  the  railroads 
in  December  1917  than  that  arising  from  their  relations 
with  their  employees.  A  drain  of  the  working  forces  had 
begun  at  the  opening  of  the  war,  with  the  allurements  of 
higher  wages  in  other  industries,  and  many  of  the  car- 
riers had  been  turning  their  mechanical  forces  over  two 
or  three  times  in  the  year.  The  draft  and  the  call  for 
railroad  men  to  serve  in  the  war  zone  had  further  de- 
pleted them.  The  steadily  rising  costs  of  living,  with 
too  great  deliberation  on  the  part  of  maoy  roads  in 
facing  the  situation,  created  a  spirit  of  unrest,  broke 
down  the  old  forms  of  negotiation,  and  necessitated 
adjustments  overnight  to  avoid  a  stalling  of  the  trans- 
portation machine. 

One  of  the  first  general  orders  of  the  Director  General 
created  a  Railroad  Wage  Commission,  under  instruc- 
tions to  make  a  broad  general  investigation  that  should 
include  the  relation  of  railroad  wages  to  those  in  other 
industries  and  the  relation  of  different  classes  of  labor  to 
each  other,  the  wage  conditions  in  diflferent  parts  of  the 
country,  the  inmiediate  emergency  of  the  war  and  the 
high  cost  of  living.    The  reconunendations  of  this  Com- 
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mission  for  immediate  relief  were  based  upon  an  investi- 
gation of  the  increase  in  living  costs  since  December, 
1915,  and  recommended  increases  for  all  employees 
receiving  less  than  $250  per  month,  graded  from  an 
increase  of  43  per  cent  for  all  receiving  $50  per  month 
and  not  less  than  $46  (mider  $46  a  flat  increase  of  $20), 
down  to  an  increase  of  $1.00  for  those  receiving  above 
$248  and  not  more  than  $249  per  month.  These  in- 
creases were  applied  to  the  rates  in  e£fect  December  31, 
1915,  and  were  to  be  diminished  by  the  amoimt  of  any 
increase  received  since  that  time.  Reductions  in  hours 
were  not  to  be  regarded  as  increases  in  pay.  Existing 
hours  of  service  and  existing  rules  and  conditions  of 
f>ayment  were  not  to  be  disturbed  during  the  war  period. 
It  was  pointed  out  that  80  per  cent  of  the  employees 
were  receiving  $100  per  month  or  less,  and  that  the 
number  receiving  from  $150  to  $250  per  month  included 
less  than  3  per  cent  (excluding  officers). 

In  General  Order  No.  27  which  embodied  these  rec- 
ommendations, some  additional  increases  by  way  of 
the  establishment  of  minima  were  granted  to  the  shop 
crafts  and  to  common  labor,  but  the  most  significant 
departure  from  the  conclusions  of  the  Commission  was 
the  recognition  of  the  principle  of  the  "  basic  "  eight- 
hour  day  in  all  railroad  employment.  Overtime  was  to 
be  paid  pro  rata  imless  existing  agreements  provided 
otherwise.  Where  women  were  employed,  suitable 
working  conditions  were  to  be  provided  and  their  pay 
was  to  be  the  same  as  that  of  men  for  the  same  class  of 
work.  An  advisory  Board  of  Railroad  Wages  and 
Working  Conditions  was  set  up  to  hear  and  investigate 
matters  relating  to  inequalities  in  pay  and  regulations, 
which  was  to  report  to  the  Director  General. 

This  general  increase  proved  unsatisfactory  to  many 
classes,  particularly  those  that  had  already  received  in- 
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creases  since  December,  1915,  and  furnished  only  the 
beginning  of  a  succession  of  increases  for  various  classes, 
including  shop  employees,  clerks,  tel^raphers,  sn- 
ployees  in  express  and  Pullman  service  and  finally  the 
four  brotherhoods,  who  received  an  annual  increase  of 
over  $60,000,000  m  April,  1919.  The  Board  of  Wag» 
and  Working  Conditions  has  made  the  announcement— 
comforting  to  the  railroad  managements  —  that  these 
increases,  while  generally  less  than  those  granted  for 
similar  work  outside,  have  been  established  with  the 
object  in  mind  of  creating  a  wage  structure  that  woaU 
survive  the  war  period.  The  cycle,  now  officially  d^ 
clared  to  be  complete,  is  estimated  to  mean  an  addi- 
tion to  operating  expenses  during  1919  of  $900,000,000^ 
which  is  nearly  20  per  cent  of  the  total  opoatiDg 
revenues  for  1918. 

But  the  size  of  the  wage  bill  is  not  the  most  MgnHWat 
change  in  the  situation.  Rather  does  it  lie  in  the  d^ 
velopment  of  the  policy  of  standardization.  In  addito 
to  the  Board  of  Railroad  Wages  and  Working  Coofi- 
tions  set  up  to  investigate  the  larger  questions  of  poBcy 
and  compensation,  there  were  created  bipartisan  botfds 
of  adjustment  with  equal  representation  of  employes 
and  employees,  to  which,  under  a  signed  agreement  iriA 
the  unions,  controversies  were  to  be  referred  groKBg 
out  of  the  interpretation  of  wage  schedules,  that  corf 
not  be  adjusted  between  the  employees  and  officials  <if 
the  individual  railroads.  For  the  adjustment  of  cat- 
troversies  among  the  unorganized  employees,  an  offieoi 
was  appointed  under  the  Division  of  Labor  of  the  Ed- 
road  Administration.  As  a  consequence  of  this  oenliil- 
ization  of  wage  adjustment,  there  has  been  devciopbC 
a  uniformity  in  practice  not  before  prevailing  oo  ^ 
railroads  of  the  country.  The  announcement  of  the 
Director  General  in  February,  1918  that  no  discrindnft- 
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ptttriodr  grimnhw  kept  the  forces,  mdi  as  they  were,  up 
u>  ihar  maiinami  effort  for  the  belter  part  of  hst  year 
m  profadble.  Under  the  uneertain  ecnditicos  of  the 
present,  when  offidak  and  employees  aie  in  doubt 
whether  their  fatme  employer  is  to  be  the  United 
States  gDTemment  or  their  former  eieculive  letunied 
from  his  period  of  banishinent,  there  is  likeiy  to  be  s 
stap  of  lowered  morale  and  lessened  eflScieDcy. 

Rate  Ikcreases 

Fbufing  itself  facing  the  poesitnfity  of  a  huge  deficit, 
primanhr  as  a  consequeiice  of  wage  increases  and  the 
increase  in  cost  of  materiak  and  siqiplies,  the  Adndnis- 
tradon  took  advantage  of  the  powers  granted  in  the 
Federal  Control  Act.  and  annoonced  <m  May  25, 1918) 
a  23  per  cent  advance  in  freii^t  rates  effective  June 
23.  and  an  advance  in  passenger  fares  to  a  minimam 
oi  three  cents  per  mile,  effective  June  10,  with  a  half 
cent  sdcitional  per  mile  for  the  privilege  of  pnrchaang 
PuHiii&r:  5<»Tice.'*  Additional  regulations  conceniiDg 
PuUniAii  travel  still  furthCT  increased  the  cost  for  thoee 
seeking  the  mon?  luxurious  acconunodations.  The  new 
rates  were  inade  specincaDy  to  apply  to  both  state  and 
interstate  tralEc.  In  many  cases,  due  to  changes  in 
Tr.:r.:n'A  and  in  the  niethods  of  ai^cation.  the  increases 
in  fmghi  rates  wef^e  much  in  excess  of  25  pCT  cent. 

Th^  method  by  which  the  increase  was  accon4)lish€d 
must  have  wen  the  envy  of  all  railroad  officials,  who  had 
struggled  thrtmgh  protracted  hearings  with  Federal  and 
State  Commissioners,  and  had  been  obliged  in  the  end 
to  accept  increases,  if  any  at  alL  far  below  what  they 
deemed  necessarv  to  meet  their  needs.  The  Director 
General  explained  that  acti(Hi  was  necessarily  delayed 
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until  the  Federal  Control  Act  could  be  passed ;  that  the 
correction  and  adjustment  of  individual  items  in  a 
structure  so  vast  would  have  been  impossible  in  any 
brief  space  of  time,  and  that  after  conference  with  the 
CommissioD,  and  after  investigation  of  existing  con- 
ditions and  a  careful  estimate  of  probable  results,  it  was 
decided  to  take  quick  action  that  would  spread  the  in- 
crease as  equitably  as  possible  over  the  entire  country. 
While  the  Administration  doubtless  gave  the  matter 
mature  consideration,  the  public  was  not  taken  into  its 
confidence  and  had  to  content  itself  with  newspaper 
rumors.  There  is  little  question  that  the  summary 
manner  in  which  the  increases  were  put  through  was 
deliberate,  and  designed  to  forestall  any  interference 
that  might  spring  from  public  discussion.  In  fact,  such 
a  procedure  was  specifically  provided  for  in  the  Federal 
Control  Act  itself,  which  reduced  the  power  of  the  Com- 
mission from  that  of  suspension  of  rates  to  that  of 
hearing  complaints  concerning  rates  actually  in  effect. 

These  increases  were  intended  so  to  enhance  net 
operating  revenue  that  the  "  standard  return  "  payable 
to  the  carriers  under  their  contracts  could  be  secured 
without  drawing  upon  other  government  funds.  But 
obviously  such  a  purpose  could  be  based  on  estimates 
only,  as  it  was  impossible  to  foretell  what  the  effect  upon 
traffic  would  be  from  the  increases  in  rates.  So  far  as 
passenger  traffic  was  concerned,  the  deliberate  intention 
of  the  high  charges  was  to  reduce  travel,  and  to  free 
roads  and  equipment  for  more  important  fimctions  —  a 
purpose  that  largely  failed  of  effect. 

As  for  freight  traffic,  there  was  some  prospect  that  the 
higher  rates  would  be  more  or  less  directly  reflected  in 
higher  net  earnings,  for  transportation  demand,  in  view 
of  war  emergency  conditions,  was  largely  inelastic, 
essential  commodities  having  to  move  regardless  of 
cost. 


606  QVABTERL7  JOUESAL  OF  KOSOMMCS 

But  the  results  of  the  year  in  no  sense  fdlfiDed  theee 
optimistic  predictions.  Tar  the  twdve  months,  the  net 
raihx)ad  revenue  fell  short  of  the  amoont  reqoired  to 
meet  the  "standard  return"  by  over  S2Q2,000,000. 
The  only  district  that  earned  its  standard  return  wm 
the  Southern  District,  con^msing  the  states  east  of  the 
Mississippi  and  south  of  the  Ohio  and  Potomac.  The 
result  in  the  South  is  attributed  to  the  recent  inqprove- 
ment  in  the  physical  conditi(Hi  of  the  southern  roads  and 
the  large  niunber  of  canqis  in  that  section,  but  prin- 
cipally to  the  fact  that  the  years  upon  which  the  con- 
tract was  based  were  years  of  li^t  eamingfi,  Thar 
bargain  with  the  government  was  consequently  an 
unfortunate  one. 

The  reasons  assigned  by  the  Director  Genoal  for 
the  outcome,  in  which  the  operating  ratio  had  rism  to 
81.3  per  cent,  are  all  connected  directly  or  indirectly 
with  war  conditions  —  the  necessity  of  moving  war 
freight  expeditiously  regardless  of  expense,  the  loss  of 
men  to  the  draft  and  to  railroad  service  abroad  and  the 
substitution  of  inexperienced  labor,  and  the  rapid  in- 
crease in  cost  of  labor  and  materials.  Moreover,  while 
wage  increases  were  largely  effective  from  Jsnusry  1, 
the  railroads  received  the  benefit  of  rate  increases  for 
only  the  last  six  months  of  the  year.  This  deficit,  says 
the  Director  General,  should  be  frankly  charged  as  war 
cost  and  should  be  considered  an  exceedingly  small 
expenditure  for  the  result  accomplished. 

As  late  as  Januarw  1919.  Director  General  McAdoo 
expressed  the  con^^ction  that  with  the  return  to  more 
nearly  normal  conditions  the  deficit  would  not  only  be 
wiped  out.  but  reductions  in  rates  might  gradually  be 
niaiie:  and  that  earnings  would  show  an  improvement 
for  each  month  over  the  pre\'ious  year.  Yet  the  repots 
for  the  fiKt  three  months  of  1919  do  not  bear  out  this 
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prophecy.  The  net  deficit  below  the  standard  return 
for  the  first  quarter  of  1919  amounted  to  $176,000,000, 
which  is  nearly  $30,000,000  greater  than  for  the  corres- 
ponding period  of  1918.  While  operating  expenses  were 
considerably  greater  than  a  year  ago,  the  operating  ratio 
being  91f  per  cent,  the  significant  factor,  particularly  in 
Biarch,  was  the  decline  in  traffic,  which  was  reflected  in 
a  figure  of  gross  revenue  only  slightly  larger  than  for 
1918  in  spite  of  the  increase  in  rates.  Whether  any 
further  relief  is  to  be  found  in  the  development  of  operat- 
ing economies  remains  to  be  seen.  But  it  seems  probable 
ttiat  a  genuine  revival  of  peace  time  industry  will  be 
necessary  to  turn  the  scale.  The  Administration  is  face 
to  face  with  that  fundamental  law,  so  dominant  in  the 
railroad  industry,  that  a  loss  in  business  cannot  be  offset 
fay  a  corresponding  reduction  in  costs.  If  on  the  other 
hand,  a  substantial  increase  in  business  takes  place 
during  the  year,  it  should  be  reflected  in  a  considerable 
increase  of  net  revenue. 


Capttal  Expenditures  and  the  RsvoLviNa 

Fund 

By  the  Railroad  Control  Act,  a  sum  of  $500,000,000 
appropriated,  which  together  with  any  funds  avail- 
aUe  from  the  carriers  in  excess  of  the  standard  return, 
was  to  be  used  as  a  revolving  fund  to  pay  the  expenses 
of  federal  control,  to  cover  deficits  in  the  standard 
ntum,  if  any,  and  to  provide  terminals,  motive  power 
and  cars.  From  this  fund  the  President  was  authorized 
to  make  advances  to  carriers  for  any  part  of  such  addi- 
tions, betterments  and  extensions  as  he  had  ordered, 
floeh  advances  to  be  charged  against  the  carrier,  and  to 
bear  interest.  He  might  also  use  this  fund  to  promote 
the  operation  of  canals  and  inland  waterways  by  the 
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purchase  of  equipment  or  otherwise.    From  this  fuDd 
\  the  President  was  also  authorized  to  purchase  for  the 

United  States  at  not  exceeding  par  any  securities  issued 
by  the  carriers,  that  had  been  first  apiNX>ved  as  conast- 
ent  with  the  public  interest. 

During  the  year  1918  there  was  authorised  for 
improvement  by  the  Director  General  throu^  the 
Division  of  Capital  Expenditures,  the  amount  of  $1,- 
279,000,000,  of  which  $573,000,000  was  for  addition 
and  betterments,  $659,000,000  for  equipment  and  $47,- 
000,000  for  extensions,  branches  and  otlier  lines.  Aside 
from  those  appropriations  made  directly  for  war  pat- 
poses,  approval  was  confined  to  such  expenditures  m 
I  were  necessary  for  safety  in  operation,  or  to  provide  a 

needed  increased  capacity,  and  any  expenditure  not 
j  required  for  these  purposes  was  in  most  cases  defened. 

]  The  policy  was  laid  down  by  the  Administration  of 

[  authorizing  improvements  to  effect  permanent  eoono- 

*  mies,  only  when  the  economy  was  so  great  that  the  cost 

could  probably  be  saved  dining  the  period  of  federal 
control.  Hence  the  large  items  of  expenditures  were 
additional  main  tracks,  yard  tracks,  and  sidings,  shop 
buildings,  engine  houses  and  appurtenances,  and  locomo- 
tives and  cars.  Director  General  Hines,  Mr.  McAdoo's 
successor,  in  submitting  to  the  Secretary  of  the  Treasuiy 
in  January,  1919,  a  supplementary  estimate  for  an  addi- 
tion to  the  revolving  fund  of  $750,000,000,  showed  that 
the  Railroad  Administration  had  expended  for  additions 
and  betterments  actually  made  during  the  year  1918,  ifl 
excess  of  the  amoimts  which  the  companies  could  repay 
from  their  rentals,  the  sum  of  $291,000,000.  In  additioo 
to  this,  $51,475,000  had  been  loaned  to  the  New  York, 
New  Haven  &  Hartford,  $4,360,000  had  been  expended 
for  inland  waterways,  and  the  Administration  was 
facing  an  operating  deficit  estimated  at  that  time  at 
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$196,000,000,  since  found  to  be  $202,000,000.  There 
were  on  hand  cash  and  net  current  assets  tied  up  as 
mxrking  cash  capital,  $339,000,000.  The  Director  Gen- 
end  stated  that  during  1919,  financial  provision  must  be 
round  to  finance  inland  waterway  eiqpenditures  of  $12,- 
340,000;  to  aid  in  financing  the  reorganization  of  the 
Boston  and  Maine,  $20,000,000;  to  finance  equipment 
to  be  delivered  during  the  year,  $286,000,000;  and  to 
Bnance  other  necessary  capital  ejqpenditures,  $491,000,- 
DOO.  He  estimated  that  $150,000,000  could  be  derived 
bom  company  rentals  to  be  devoted  to  capital  eiqpendi- 
tares.  It  should  be  recalled  that  all  tiiis  projected 
eaq)enditure  will  be  reimbursed  to  the  government  with 
intefest  with  the  exception  of  the  operating  deficit, 
wiiich  is  a  direct  war  cost.  The  failure  of  Congress  to 
pass  the  requested  appropriation  created  a  critical  situa- 
tion, which  was  met  by  temporary  financial  expedients, 
m  which  the  banking  community  came  to  the  rescue.^ 


Bjblation  of  the  Railroad  Administration 
TO  Existing  Reoulatino  Agencies 

In  his  proclamation  taking  possession  of  the  roads, 
flie  President  directed  that  tlie  systems  of  transporta- 
tion taken  over  should  remain  subject  for  the  time  being 
to  all  statutes  and  orders  of  the  Interstate  Commerce 
Commission  and  the  state  commissions,  but  that  any 
dders  thereafter  made  by  the  Director  General  should 
liave  paramount  authority. 

Such  sweeping  authority  as  was  assumed  by  the 
ftendent  under  his  war  powers  and  as  was  further 
tpea&esJly  delegated  to  him  by  the  Federal  Control  Act 
m  March,  1918,  could  not  but  run  foul  of  existing  regu- 

>  Witb  thm  niifimliliiit  ci  CoogrcH  in  May,  Director  Genonl  Hinet  incfCMed  the 
of  fait  nqamt  fnun  $760,000,000  to  $l.aOO,000,000. 
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lating  bodies.  The  very  first  order  of  the  Director 
General,  dated  December  29,  1917,  authorised  the  €a^ 
riers  to  disregard  established  routes  ^ribenever  necessary 
in  the  interest  of  economy  and  efficiency,  and  therein 
superseded  Section  15  of  the  Interstate  Conmieroe  Act, 
which  protects  carriers  agamst  being  short-hauled,  and 
which  grants  to  shippers  the  right  to  route  their  frei^i 
By  throwing  all  railroads  into  one  operating  system  and 
authoriong  the  utilization  of  all  terminals,  equipnoent, 
I  and  facilities  regardless  of  ownership,  this  same  Genoal 

I  Order  removed  the  protection  granted  by  Section  3, 

I  which  gives  to  carriers  exclusive  right  to  use  thdr  oini 

I  tracks  and  terminals.    But  in  the  matter  of  rates,  tbe 

I  limitations  upon   the   Commission's   authority  were 

i  particularly  severe.    The  Federal  Control  Act  (Section 

,  10)  provides  that  whenever  the  public  interest  requires, 

the  President  may  initiate  rates,  fares,  charges,  daasi- 
I  fications,  regulations  and  practices  by  filing  them  with 

the  Commission,  and  that  these  rates  and  regulations 
cannot  be  suspended  by  the  Commission  pending  their 
final  determination.  They  are  to  take  eflfect  upon  such 
notice  as  the  President  shall  direct.  When  they  are 
once  in  effect,  the  Commission  may  upon  complaint, 
enter  upon  hearings  and  render  decisions  as  to  their 
reasonableness  and  justice.  But  the  Conmtiission  is 
instructed  by  law  to  give  due  consideration  to  the  fact 
that  the  transportation  systems  are  not  in  competition, 
but  are  being  operated  as  a  unit.  Moreover,  whenever 
the  President  finds  and  certifies  that  in  order  to  defray 
the  expenses  of  federal  operation  and  cover  the  compen- 
sation to  the  carriers,  it  is  necessary  to  increase  revenueSi 
the  Commission  is  required  in  passing  upon  such  in- 
creased rates,  to  take  into  account  the  finding  and 
certificate  of  the  President,  together  with  such  recom- 
mendations as  he  may  make. 
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This  rate-making  power  of  the  President  supersedes 
Section  6  of  the  act,  which  requires  thirty  days'  notice 
of  a  change  in  rates;  it  takes  away  the  power  under 
Section  15  to  suspend  rates,  and  makes  it  unnecessary 
far  the  carriers  to  secure  advance  authority  from  the 
Commission  to  increase  rates.  While  the  Commission, 
within  the  restrictions  stated,  is  imhampered  in  render- 
ing decisions  upon  specific  complaints  after  hearing, 
and  has  decided  cases  continuously  during  the  past  year 
with  the  Director  General  as  defendant,  many  of  which 
went  against  the  Railroad  Administration,  yet  its 
power  has  unquestionably  been  reduced  in  actions  in- 
volving an  entire  schedule  of  rates,  when  the  funda- 
mental question  at  issue  is  one  of  adequate  revenue. 
The  findings  and  certificate  of  the  Director  General 
have,  by  the  specific  requirements  of  law,  a  weight  that 
leaves  the  Commission  little  choice  except  to  approve 
the  schedule  in  effect.  Such  issues  as  have  given 
opportunity  to  the  Commission  to  assert  its  remnant  of 
independence  may  be  illustrated  by  the  case  of  Willam- 
ette Valley  Lumbermen's  Association  v.  Southern 
F^tcific  Company  (51  I.  C.  C.  250)  in  which  the  rates 
were  complained  of  as  unreasonable  and  unduly  pref- 
erential of  other  shippers  and  localities.  It  was  the 
argument  of  the  Director  General  that  the  words  "  rea- 
sonable and  just "  in  the  Control  Act  have  a  meaning 
diffefent  from  that  applied  to  them  in  the  Act  to  Regu- 
late Commerce,  and  that  the  rates  initiated  by  the 
Director  General  are  in  themselves  and  in  relation  to 
each  other  presumed  to  be  right,  and  cannot  be  changed 
without  an  affirmative  showing  that  they  are  wrong. 
Tlie  first  contention  the  commission  denied.  To  the 
second,  they  replied  that  there  was  no  authority  in  the 
Oontrol  Act  for  perpetuating  during  federal  control  a 
late  adjustment  that  was  imlawful  under  the  Act  to 
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Regulate  Commerce;  that  the  increases  initiated  by  the 
Director  General  were  merely  superimposed  on  the  ex- 
isting basis  of  rate  adjustment,  which  all  the  evidence 
shows  was  imreasonable  and  unjust.  '^  It  is  inoon- 
ceivable/'  said  the  Commission^  ''that  the  Congress  did 
a  vain  thing  in  conferring  upon  the  Conunission  power 
to  determine  whether  or  not  the  rates  initiated  by  the 
Director  General  are  just  and  reasonable."  An  appro- 
priate order  was  entered  against  the  defendants^ 
including  the  Director  General. 

So  far  as  rates  not  under  federal  control  are  concaiiedi 
they  are  subject  in  all  their  interstate  relations  to  the 
Act  to  Regulate  Commerce,  and  the  conmiission  stiD 
has  its  former  jurisdiction  over  joint  traffic  between 
federal  and  non-federal  roads.  But  this  jurisdicticm 
covers  a  relatively  insignificant  portion  of  the  traffic 
of  the  country. 

In  the  field  of  authority  occupied  by  the  state  com- 
mission, the  Federal  Railroad  Administration  has  shown 
even  less  regard  for  the  sensibilities  of  r^ulating  au- 
thority. General  Order  No.  28,  increasing  freij^t  and 
passenger  rates,  was  made  specifically  applicable  to 
intrastate  as  well  as  interstate  traffic.  In  matters  d 
service,  the  Railroad  Administration  proceeded  with 
almost  no  recognition  of  even  the  existence  of  state 
commissions.  Relations  became  strained  as  a  result  of 
the  creation  by  the  Federal  Administration  of  r^onal 
and  district  traffic  committees.  These  committees, 
composed  of  representatives  of  the  Administration  and 
of  the  business  interests,  were  set  up  after  the  schedule 
of  increased  rates  had  gone  into  effect,  and  were  de- 
signed to  promote  efficiency  and  expedition  in  Uie 
handling  of  adjustments  in  rates  and  r^ulations.  It 
became  the  practice  of  many  railroad  officials  to  dis- 
regard the  jurisdiction  of  the  state  railroad  commissions 
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and  take  up  rate  matters  directly  with  these  traffic  com- 
mittees. These  committees  have  held  no  formal  hear- 
ingSy  but  have  reported  their  findings  through  the 
regional  committees  to  the  Director  of  Traffic  at  Wash- 
iogton,  who  alone  has  power  to  render  final  decision. 
Ihe  shippers  have  frequently  insisted  that  this  has 
teprived  them  of  their  day  in  court,  and  that  the  rulings 
tiave  not  adequately  taken  into  account  local  conditions 
md  interests.  On  the  other  hand,  Mr.  Prouty,  as 
Director  of  the  Division  of  Public  Service  and  Account- 
ing, has  declared  that  in  all  his  experience  with  rate- 
making,  extending  over  nearly  a  quarter  of  a  century, 
there  has  never  been  a  time  when  rate  changes  have 
been  made  so  mteUigently  and  so  speedUy  as  now,  and 
that  the  practice  of  having  shippers  participate  in  pre- 
Eminary  discussions  wiU  m  some  form  be  perpetuated. 
Local  feeling  became  articulate  in  resolutions  adopted 
at  the  meeting  of  the  National  Association  of  Railway 
and  Utilities  Gonmiissioners  in  October,  1918,  in  which 
the  members  demanded  full  authority  on  the  part  of  the 
atates  and  declared  that  in  any  event  it  was  the  duty  of 
eaeh  state  conmiission  to  exercise  and  maintain  its 
authority  to  the  extent  which  it  might  deem  the  public 
latefest  demanded.     It  declared  further  that  '^  the 

I 

AflBodation  is  emphatically  of  the  opinion  that  any  plan 
far  the  future  operation  of  the  railroads  should  fully 
laf^guard  the  powers  of  local  tribimals,  responsible  to 
file  people  of  the  several  states,  with  respect  to  rates, 
lervice  and  facilities  intrastate  in  character." 

During  the  war,  the  Federal  Railroad  Administration 
Sever  squarely  met  the  issue  and  never  officially  inter- 
araCed  its  powers.  In  practice,  it  initiated  state  rates 
knd  filed  them  with  the  state  commissions  "  for  informa- 
ioa  only."  In  matters  of  service,  it  asserted  its  com- 
liete  authority.    In  January,  1919,  the  war  having 
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ended,  and  plans  bdng  under  way  for  returning  to  a 
peace  basis,  Director  General  Bines  appdnted  as 
Director  of  the  newly  created  Division  of  Public  Service, 
Max  Thelen,  formerly  Chairman  of  the  California  R«I- 
road  Commission,  one  of  whose  duties  was  to  establkb 
a  helpful  understanding  with  the  state  oonunissioin. 
In  February,  after  conference  with  reju'eeeiitatives  d 
the  state  commissions,  the  Railroad  Administraticm 
announced  its  policy.  Transportation  sjnstems  under 
federal  control  were  to  continue  subject  to  the  lawful 
police  regulations  of  the  several  states  in  matters  reia^ 
ing  to  spur  tracks,  railroad  crossings,  safety  applianoeB, 
train  service,  and  the  like,  and  it  was  to  be  the  pohejd 
the  Director  General  to  cause  the  orders  of  the  state 
conunissions  to  be  carried  out.  Attention  was  caDedi 
however,  to  the  financial  condition  of  the  roads,  and  it 
was  assumed  that  expenditures  would  be  ordered  by  tlie 
state  commissions  only  after  full  consideration  of  tbe 
needs  and  difficulties  of  the  United  States  in  opentiog 
the  railroads. 

As  for  rate  matters,  the  Directors  of  Traffic  and  Pub- 
lic Service  were  ordered,  before  authorizing  important 
advances  in  rates,  state  or  interstate,  to  submit  them  lor 
advice  and  suggestion  to  the  conmiissions  in  the  states 
afifected.     Carriers  were  ordered,  for  the  purpose  d 
maintaining  the  continuity  of  state  records,  to  file  with 
state  commissions,  for  information  only,  all  rate  sched- 
ules and  annual  and  other  reports  required  by  state 
statutes.   As  to  the  division  of  authority  over  rates,  the 
conference  disagreed,  and  the  Director  General  an- 
noimced  his  purpose  to  expedite  a  decision  at  law  by  the 
appropriate  tribimal.    A  case  is  now  pending  in  the 
United  States  Supreme  Court,  on  appeal  from  a  dedsaoo 
of  the  Supreme  Court  of  North  Dakota,  in  which  the 
latter  court  directed  the  issuance  of  a  peremptory  writ 
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of  mandamus,  ordering  the  railroads  to  desist  from 
ooUecting  on  intrastate  business  any  other  charges 
tban  those  on  file  with  the  State  Board  of  Raihroad 
Ck>mmis8ioners.^ 

Thb  Fxttubb 

To  treat  adequately  all  considerations  underlying  the 
future  railroad  policy  of  the  country  would  transgress 
the  limits  of  this  paper.  Nor  would  it  be  profitable, 
with  new  ''  solutions  "  of  the  problem  appearing  almost 
daily,  to  attempt  an  exhaustive  analysis  of  the  various 
reconstruction  projects.  It  will  be  sufficient  for  the 
purposes  of  this  article  to  sketch  in  outline  those  pro- 
posals that  are  the  most  significant  either  by  reason  of 
their  inherent  character,  or  of  the  position  occupied  by 
their  endorsers,  and  to  lay  down  some  fundamental 
principles  which,  in  the  opinion  of  the  author,  should  be 
embodied  in  any  plan  for  permanent  railroad  control. 

Of  the  various  possibilities  for  the  future,  the  first  that 
comes  to  mind  is  permanent  government  ownership  and 
operation.  No  plan  embodying  such  a  proposal  has  yet 
been  promulgated.  The  nearest  approach  to  it  is  the 
project  of  the  railroad  employees,  which  is  government 
ownership  with  private  operation.  This  scheme,  pre- 
sented to  the  Senate  Committee  on  Interstate  Com- 
merce by  Mr.  Garrettson,  and  his  attorney,  in  behalf  of 
the  four  railroad  brotherhoods  and  ten  other  railroad 
organizations  affiliated  with  the  American  Federation 
of  Labor,  provides  for  the  acquisition  of  the  roads  by 
the  federal  government  upon  the  basis  of  a  fair  valua- 
tion, and  the  creation  of  a  federal  operating  corporation, 
the  stock  of  which  is  to  be  held  in  trust  for  the  employees, 
1,  and  non-official.    This  corporation  is  required 


*  Ob  Jvae  2,  tlie  Buprem*  Court  by  mwnimom  dedrion  ovctniUd  tlie  dseraa  of  tlM 
Horth  DBkoto  eourt,  mkI  msUiiwd  the  wmr  powvt  of  tho  Ffeeridnt. 
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to  meet  all  costs  of  operatimi,  and  the  net  revenue  is  to 
be  divided  equally  between  the  govenunent  and  the 
corporation.  The  govemment's  share  is  to  be  used  for 
the  retirement  of  capital,  except  that  when  this  share 
reaches  a  fixed  percentage  of  the  graes  levennes^  the 
rates  are  to  be  reduced.  The  corpcHation's  share  is  to 
be  distributed  as  a  dividend  to  the  emidoyees.  Hie 
Interstate  Conmierce  Conmiisaon  is  to  retain  its  exist- 
ing powers,  and  wage  boards  for  the  settlement  (rf  dis- 
putes are  to  be  created,  consisting  equally  <rf  openHsg 

\  officials  and  employees.    This  idan  has  aroused  rela- 

tively little  public  discussion,  doubtless  because  it  is 
difficult  to  consider  seriously  a  scheme  so  obvioudy 
devised  in  the  interest  of  a  class.  Until  recently  the 
brotherhoods  have  been  officially  cqqposed  to  govem- 

.  ment  ownership;   in  fact,  the  chiefs  of  three  di  the 

]  brotherhoods  are  still  opposed  to  it  cm  general  princiides. 

\  But  banning  with  the  passage  of  the  Adamaon  Act  in 

1916,  they  have  found  Washington  an  increasing  source 
of  comfort  and  consolation,  and  the  increases  in  wages 
during  federal  operation  have  come  with  such  relative 
ease,  as  finally  to  convince  them  apparently  of  the  wis- 
dom of  a  perpetual  alliance  with  the  Federal  Adminis- 
tratioD.  However,  it  is  by  no  means  clear  that  this 
project  has  the  support  of  the  railroad  employees  as  a 
whole,  or  even  of  the  membership  of  the  organixations 
signatories  to  it.  In  fact,  there  is  evidence  in  the  testi- 
mony of  Mr.  Garrettson  that  the  leaders  and  their  at- 
torney are  relying  upon  a  support  from  the  rank  and 
file  that  has  not  yet  been  officially  granted.  Previous 
to  its  introduction,  the  plan  seems  not  to  have  been 
indorsed  either  by  convention  or  referendum.  That 
railroad  employees  are  not  a  unit  in  support  of  the  proj- 
ect is  shown  by  the  appearance  at  the  hearings  of  the 
president  of  the  Order  of  Railroad  Station  Agents  to 
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oppose  the  Garrettson  plan.  Certainly  until  the  organ- 
izations have  come  out  into  the  open,  and  given  endorse- 
ment to  the  plan  of  their  astute  leaders,  there  is  little 
ground  for  the  claim  made  by  the  more  radical  labor 
groups  that  this  project  is  an  evidence  of  the  growing 
demand  of  labor  for  representation  in  the  control  of 
industry. 

Besides  this  halfway  proposal  for  government  owner- 
ship, there  is  little  organized  sentiment  in  its  favor  in 
this  country  at  the  present  time  beyond  that  expressed 
by  the  socialists.  No  railroad  administrator,  federal  or 
state  has  advocated  it;  in  fact,  most  of  them  have 
specifically  opposed  it.  Shipping  and  conunercial 
organizations  in  various  sections  have  passed  definite 
resolutions  in  opposition.  The  attitude  of  railroad  men 
and  the  banking  conununity  is  self-evident.  The  uni- 
versality of  this  sentiment  is  striking,  and  is  in  contrast 
with  an  expression  of  considerable  volmne  in  favor  of 
nationalization  a  few  years  ago.  This  overturn  is  ob- 
viously the  result  of  the  period  of  federal  operation. 

It  was  said  at  the  b^inning  of  this  paper  that  the 
year  of  federal  operation  could  not  be  accepted  as  an 
argument  for  or  against  government  ownership,  but 
what  was  then  in  mind  was  a  final  judgment  based  upon 
a  careful  weighing  of  all  the  considerations.  The  atti- 
tude of  the  American  public  at  present  does  not  rest 
upon  any  such  painstaking  examination  of  the  evidence; 
it  makes  no  allowances.  The  numerous  hostile  resolu- 
tions are  the  composite  of  many  minds  and  many 
motives,  in  some  cases  expressing  opinions  designed  to 
accomplish  a  definite  purpose,  in  others  merely  register- 
ing a  thoughtless  impatience  with  an  unsatisfactory 
situation.  There  is  the  natural  reaction  that  follows  a 
period  of  patriotic  service  and  of  altruistic  endeavor, 
and  an  irritation  at  the  deliberation  with  which  adjust- 
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Tlik  tttthode  cf  miDd  IB  tnmft- 
4iBliig|il  oppoHlian  Yfj  the  ineonvenioieeB 
be  defsivBtioo  of  privHegeB  to 
and  rfiippmi  are  still  eubjectecL  Sbip- 
Te  bcgp  detailed  of  ingnyaerviecB  that  tfacy  had 
expect  SB  A  matter  of  cumaenTwIer  eompetitive 
tndng  of  their  frei^t,  aaeistaiioe  ill 
ohnining  rale  qpotatinnw,  and  privilegeB  in  tranqpottar 
tMML,  sQdi  aa  lecuDflignnifnt,  Many  of  these  sernces 
mi^t  erentoalhr  be  devdoped  nnder  federal  opesnikm; 
inaBT  of  diem  eoold  with  difficulty  be  defended  from  the 
pnbfie  standpoint.  Then  again,  the  lack  of  smoothnes 
of  federal  operation,  mncfa  of  it  inevitaUe,  and  the  de- 
pinrahb  finanrial  reBohs,  have  been  deverly  jdayed 
upon  by  those  who  fear  the  extension  of  government 
anthorilT.  to  dfeaedit  nationafiatiQn.  The  result  is 
that  this  plan  is  definitdy  postponed  and  that  the 
count/;  is  £srther  away  from  it  than  ever. 

But  putting  to  one  side  the  project  of  government 
owner^iip.  there  still  remains  the  question  as  to  the 
length  of  time  that  war  conto)l  shall  continue.  The 
Fedo^  Control  Act  provided  that  government  opera- 
tion, should  not  last  longer  than  twenty-one  months  from 
the  date  of  the  President's  proclamation  announdng 
the  exchange  of  ratifications  of  the  treaty  of  peace. 
However,  the  President  mi^t  rdinquish  the  railroads 
at  any  time  that  he  mi^t  deem  such  action  needful  or 
desirable.  Director  G^ieral  McAdoo  with  the  approval 
of  the  President,  presented  a  proposal  for  a  five-year 
extension  of  the  {Hesent  control,  a  proposal  that  was 
later  supported  with  great  ability  before  the  Soiate 
Committee  by  Director  G^ieral  Hines.  His  general 
argument  was  briefly  this.  The  period  of  the  war  has 
been  wholly  abnormal  and  the  twenty-one  months' 
period  is  too  short  in  which  to  reach  any  sound  judgment 
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as  to  the  merits  of  unified  federal  operatioo.  The  im- 
pending transfer  to  private  control  will  produce  a  state 
of  unrest  and  uncertainty  among  the  working  force  that 
will  react  unfavorably  upon  operation.  The  agitation 
in  CTongress  for  a  permanent  solution,  the  restlessness  of 
the  public  in  general  and  the  imminence  of  the  presiden- 
tial election,  will  all  be  factors  imfavorable  to  a  satis- 
factory solution  within  the  statutory  period.  An 
adequate  program  of  additions  and  betterments  cannot 
be  planned  and  perfected  during  this  interval,  neither 
can  the  plans  for  the  creation  of  economies  through 
unification  be  fully  worked  out. 

Outside  the  Federal  Administration,  this  project  ap- 
pears to  have  met  with  no  favor  whatever.  An  unwill- 
ingness to  submit  in  normal  times  to  the  character  of 
control  that  the  war  necessitated,  and  which  was  in 
many  respects  arbitrary  and  autocratic,  combined  with 
an  impatience  to  get  back  to  a  peace  basis,  is  in  part 
responsible  for  its  cool  reception.  Then  there  is  the  fear 
partly  genuine,  that  such  an  extended  control  would  so 
crystallize  the  system  that  its  permanence  would  be 
inevitable.  The  raihx>ads  have  insisted  that  their  finan- 
cial relations  and  obligations  would  become  such  a 
serious  burden,  that  they  could  not  again  be  carried  by 
corporations  operating  independently,  and  their  good- 
will as  operating  organizations  would  be  destroyed. 
But  however  interested  some  of  the  arguments  in  op- 
position to  the  five-year  extension  may  appear  to  be, 
the  burden  of  proof  for  the  extension  of  the  extraor- 
dinary war  powers  of  the  President  conferred  by  the 
Federal  Control  Act  rests  wholly  upon  its  advocates, 
and  their  arguments  have  lacked  the  necessary  con- 
vincing force. 

At  tlie  other  extreme  from  this  suggestion  is  that  of 
the  immediate  return  of  the  roads  to  their  owners.   This 
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alternative  was  held  out  by  the  PreBident  in  his  annual 
message  in  December,  1918,  as  a  warning  against  a 
failure  to  find  a  legislative  solution.    To  this  suggestion, 
the  railroads  are  equally  opposed.    They  insist  that  if 
their  properties  are  returned  without  any  {dan,  or  any 
provision  for  proper  adjustment  of  relations  betweoi 
them  and  the  government,  they  will  be  faced  with  bank- 
ruptcy.   They  declare  that  their  credit  has  vanished, 
and  that  it  is  not  clear  whether  they  can  even  collect 
under  private  operation  the  rates  now  in  e£Fect  by  order 
of  the  Director  General.    Their  operating  forces  have 
been  shaken,  if  not  demoralized,  and  much  time  will  be 
needed  under  their  former  chiefs  for  a  restoration  of 
their  morale.    Before  transfer  takes  place,  protecticm 
must  be  assured  to  the  roads  if  the  public  service  is  to  be 
maintained.    Director  General  Hines,  in  reply,  has  as- 
sured the  Senate  Committee  that  the  Administration, 
if  it  should  decide  to  relinquish  the  roads,  would  pursue 
a  poUcy  of  gradual  transition,  and  would  have  naturally 
no  other  object  than  to  protect  railroad  property  in  the 
interest  of  the  public.    Moreover,  it  is  the  view  of  the 
Interstate  Commerce  Commission  that  interstate  rates 
now  in  force  would  remain  in  force  imtil  set  aside  in  the 
usual  way.    So  far  as  intrastate  rates  are  concerned, 
while  the  outcome  is  not  as  clear,  it  seems  probable  that 
with  a  few  exceptions,  the  state  commissions  would  pro- 
tect existing  rates  if  public  interest  made  it  necessary. 
It  seems  probable,  however,  that  no  hasty  return  of  the 
roads  is  to  be  made,  and  that  Congress  will  take  up  for 
immediate  consideration  this  greatest  of  our  domestic 
reconstruction  problems.  It  will  be  of  interest  therefore, 
briefly  to  outline  the  more  important  proposals  for  a 
restoration  of  the  roads  to  private  hands. 

Director  General  Hines  has  advocated  as  a  permanent 
solution  of  the  railroad  problem,  the  creation  of  a  com- 
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paratively  few  railroad  companies,  six  to  twelve,  with 
capitalization  equal  only  to  the  real  value  of  the  prop- 
erty. This  capitalization  should  have  a  moderate 
return  guaranteed  by  the  government,  which  should  be 
sufficient  to  preserve  railroad  credit  and  attract  new 
capital.  In  excess  of  this  moderate  return,  earnings 
should  be  shared  by  the  govenmient  and  the  railroads, 
and  possibly  by  labor.  The  government's  interests 
would  be  protected  by  representatives  on  the  boards  of 
directors.  R^onal  commissions  coextensive  with  each 
railroad  system  would  handle  lociJ  matters,  subject 
to  the  final  authority  of  the  Interstate  Gonunerce 
Conunission. 

The  Interstate  Commerce  Commission  has  made  pro- 
posals of  a  general  character  looking  to  an  improvement 
in  the  situation,  most  of  which  are  renewals  of  recom- 
mendations made  in  their  annual  reports.  They  include 
empowering  the  conunission  to  prescribe  minimum  as 
weU  as  maximum  rates,  removal  of  the  existing  limita- 
tions upon  the  power  of  railroads  to  cooperate,  which 
would  mean  the  permission  to  pool  earnings  and  traffic 
and  to  agree  upon  rate  schedules;  federal  regulation  of 
security  issues  and  the  emancipation  of  railroad  opera- 
tion from  financial  dictation;  the  expansion  of  the 
common  use  of  terminals  and  equipment;  and  the  estab- 
lishment of  a  cooperative  relationship  between  federal 
and  state  authority.  This  last  suggestion  does  not 
ai^)arently  contemplate  any  legislation  for  its  enforce- 
ment, but  rather  the  working  out  of  a  plan  of  harmo- 
nious cooperation  through  voluntary  agreement. 

The  official  railroad  plan  was  presented  to  the  Senate 
Committee  by  the  Association  of  Railway  Executives, 
representing  virtually  all  the  railroad  corporations  of 
the  country.  Their  scheme  separates  the  administrative 
from  the  judicial  functions  of  regulation.    It  creates  a 
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Department  of  Transportation  with  the  Secretary  as 
member  of  the  Ptesident's  cabmet,  to  whom  the  admi 
istrative  duties  are  aitrusted.  He  has  power  to  approi 
or  disapprove  rates,  which  are  to  be  initiated  by  tl 
raibxMMls,  and  he  may  suspend  them  for  not  to  exoei 
sixty  days,  and  refer  them  to  the  commission  for  detc 
mination.  He  recommends  general  Taihx)ad  pdicifiB  i 
the  Ptesident.  He  has  power  to  rooute  traffic,  to  r 
adjust  the  use  <tf  terminal  facilities,  and  to  umfy  tl 
whcde  transportation  system  in  a  national  emergou; 
The  principal  function  of  the  Interstate  Commen 
CommisBion  is  the  review  of  rates  upon  complaint,  u 
it  is  to  be  guided  in  its  decisions  by  a  statutory  ruk  < 
rate-making  laid  down  by  Congress,  which  shall  pr^ 
vide  not  only  for  the  reasonableness,  but  also  for  tl 
adequacy  of  rates.  Wage  costs  are  to  be  recogniied  i 
rate-making.  Rates  appro  ved  by  the  Secretary  of  Trail 
portation  are  to  be  held  presumptively  reasonable.  Tl 
Commission  is  to  prescribe  minimum  as  well  as  max 
mum  rates,  and  to  pass  upon  the  relation  of  rates  an 
upon  differentials.  Regional  commissions  are  to  I 
created  \mder  the  jurisdiction  of  the  Interstate  Con 
merce  Commission.  Compulsory  federal  incorporatioi 
with  provision  for  consolidation  after  approval  by  tl 
Secretary  of  Transportation,  is  proposed.  There  is  to  1 
exclusive  federal  regulation  of  all  railroad  rates  and  < 
the  issue  of  seciuities.  New  construction  is  to  requii 
a  certificate  of  convenience,  and  provision  is  made  f( 
the  modification  of  the  legal  limitations  upon  poolini 
rate  agreements,  and  acquisition  of  interest  in  ottu 
carriers.  A  wage  board  consisting  of  representatives  ( 
labor,  the  railroads  and  the  public  is  to  be  constitute 
imder  the  Secretary  of  Transportation,  and  priding  t 
investigation  and  report,  no  action  is  to  be  takm  I) 
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either  dde  that  would  interfere  with  the  movement  of 
commerce. 

A  plan  far  less  revolutionary  in  scope,  which  attempts 
to  secure  the  same  results  without  disturbing  the  char- 
acter or  form  of  oiu*  existing  railroad  system,  is  that 
submitted  by  S.  Davies  Warfield  as  president  of  the 
National  Association  of  Owners  of  Railroad  Securities. 
This  plan  calls  for  the  fixing  by  Act  of  Congress  of  a 
TniTiiTniiTn  rate  of  retiun  on  railroad  property,  to  be 
maintained  by  an  adjustment  of  the  rates.  Earnings  in 
excess  of  the  fixed  rate  are  to  be  divided,  under  the 
direction  of  the  Interstate  Commerce  Commission, 
between  the  employees  and  the  corporations,  the  latter 
to  use  their  portion  for  railroad  betterments.  A  national 
corporation,  directed  by  trustees  consisting  of  the  nine 
Interstate  Commerce  Commissioners  and  eight  railroad 
men,  is  to  finance  the  present  emergency  and  provide 
an  agency  to  piu'chase  equipment  and  handle  problems 
of  unification.  There  are  to  be  regional  commissions 
with  appeal  to  the  Interstate  Commerce  Commission, 
which  shall  codrdinate  their  work  with  the  state  com- 
missions, act  as  wage  conciliation  boards  and  in  coop- 
eration with  the  Interstate  Commerce  Commission, 
supervise  the  issue  of  securities. 

Other  plans  embodying  in  many  cases  policies  similar 
to  those  described,  have  been  suggested  by  individuals 
and  organizations,  both  in  the  Senate  hearings,  and  in 
occasional  addresses  and  articles,  all  seeking  in  one  way 
or  another  to  remove  existing  obstacles  to  the  provision 
of  an  adequate  transportation  service,  but  those  that 
have  been  analyzed  are  sufficiently  typical  to  indicate 
the  general  trend. 

In  conclusion  there  are  presented  in  summary  form 
the  principles  that  in  the  judgment  of  the  writer  should 
be  inccnporated  in  any  scheme  adopted,  if  we  are  to 
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secure  under  private  operation  the  public  servi< 
we  desire.  Any  adequate  discussion  or  defense  c 
propositions  must  await  an  opportunity  for 
treatment. 

1.  A  problem  that  has  long  been  recognised,  ai 
is  in  the  mind  of  almost  every  one  who  has  discus 
j  situation,  is  that  arising  from  the  existence  in  tfa 

I  territory  of  roads  unequally  equipped  to  compe 

j  each  other.    This  inequality  may  be  due  to  \ 

\  causes,  such  as  the  fortunate  or  unfortunate  Iocs 

\  the  origmal  line,  or  to  the  fact  that  one  road  has  b 

'  victim  of  financial  manipulation  and  has  suffeic 

unprogressive  management,  while  the  other  has  € 
both.  But  whatever  the  cause,  the  fact  remains 
both  roads  charge  the  same  rates  for  the  same  i 
and  that  is  of  course  a  necessity,  then  a  rate  that 
enough  to  meet  the  financial  requirements  of  th 
road  will  be  too  generous  for  the  strong  one,  and 
reasonable  for  the  well  equipped  road  will  put  th 
out  of  business.  For  the  very  obvious  reason  tl 
Association  of  Railway  Executives  includes  bott 
in  its  membership,  it  did  not  squarely  meet  th< 
merely  suggesting  that  a  fair  average  rate  she 
charged  for  the  service,  and  that  roads  that  coi 
live  imder  such  rates  would  eventually  be  absoi 
the  larger  roads.  My  own  belief  is  that  voluntai 
solidation  will  not  succeed,  that  there  must  exis 
than  the  permission  to  consolidate,  that  it  will  no 
the  interest  of  the  more  prosperous  roads  to  dihit 
earnings,  and  to  carry  the  burdens  of  their  less  for 
neighbors.  There  should  be  compulsory  consoli 
of  the  railroads,  under  federal  charters,  into  a  rdi 
few  systems,  in  such  a  way  that  the  earnings  of  we 
strong  roads  could  be  pooled  and  adequate  serv 
sured  in  the  sections  now  inadequately  and  ineffi^ 
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served.  This  does  not  necessarily  mean  a  regional  divi- 
rion  of  railroads  into  groups  of  uniform  size.  In  fact, 
ibis  would  be  undesirable  if  as  a  result  it  eliminated  all 
competition  in  service,  a  valuable  incentive  in  private 
operation.  Rather  should  it  create  large  systems,  con- 
structed to  meet  traffic  and  commercial  requirements  of 
the  different  sections  of  the  country,  with  consolidation 
carried  far  enough  to  do  away  with  wasteful  competition 
civer  inadequate  and  roimdabout  routes. 

2.  These  federally  constituted  corporations  should  be 
organized  with  a  capitalization  based  as  nearly  as  pos- 
sible upon  actual  value.  The  government  should 
guarantee  a  minimum  retiun  to  the  raibroads  upon  their 
property  employed  in  the  public  service,  and  should 
permit  a  somewhat  higher  return.  Any  excess  eammgs 
b^ond  this  l^al  maximum  should  be  distributed  among 
the  government,  the  railroads,  and  the  employees.  The 
gDvemment's  share  should  be  applied  to  meeting  the 
guaranty  on  roads  that  have  failed  to  earn  it.  This 
guaranty  would  be  expected  to  restore  the  credit  of  the 
mflroads  and  enable  them  to  raise  the  necessary  capital 
for  extensions  and  improvements.  Permission  to  take 
lor  their  own  benefit  earnings  in  excess  of  the  guaranty 
should  furnish  the  necessary  incentive  to  efficient 
operation. 

3.  All  security  issues  should  require  the  previous 
suthority  of  the  Interstate  Commerce  Conmiission, 
^wfaich  should  pass  upon  the  proposed  use  of  the  funds 
•ad  oversee  their  expenditm^.  This  provision,  together 
with  the  government  guaranty  of  earnings,  would  go 
bar  to  diminate  the  evils  of  banker  interference  in  rail- 
road management.  The  banker  will  still  have  his  func- 
tioii,  but  his  strangle  hold  will  be  released,  and  he  will  be 
deprived  of  the  pastime,  occasionally  indulged  in,  of 
wreddng  railroad  properties  for  the  benefit  of  himself 
tad  his  friends. 
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4.  All  rate-making  powo',  state  and  interstate, 
should  be  placed  under  the  authority  of  the  Interetate 
Commerce  Commission,  the  commission  to  have  power 
not  only  to  review  rates  on  com^daint,  but  as  now  to 
take  the  initiative  in  an  investigation  leading  to  a  levi- 
don  of  rates.  There  should  be  left  to  the  states  all 
police  powers  relating  to  the  control  of  op^ation  within 
their  borders,  but  the  transportation  industry  has  be- 
come 80  essentially  national  in  character  that  state 
interference  with  rate-making  is  now  hampering  in  its 

i  effects  and  largely  imnecessary.    In  this  connecticm,  it 

is  suggested  that  the  period  of  suspension  of  rates  now 
possessed  by  the  commission  is  unreasonably  long  when 
all  factors  are  considered  and  might  well  be  shortened. 
Provision  could  be  made  for  extension  of  the  time  of 
suspension  when  protracted  hearings  covering  schedulei 
of  rates  for  wide  areas  were  involved.  The  commisBioQ 
should  have  power  to  prescribe  minimiiTifi  as  wdl  as 
maximum  rates  and  to  determine  the  relation  of  rates. 

5.  A  statutory  rule  of  rate-making,  such  as  that  sug- 
gested by  the  Association  of  Railway  Executives,  shoald 
be  adopted  by  Congress  as  a  guide  to  the  Commission. 
It  should  declare  that  rates  should  not  only  be  reason- 
able and  nondiscriminating,  but  adequate  to  provide  a 
safe  and  satisfactory  service,  to  ensure  adequate  wages 
to  employees,  and  to  provide  a  level  of  earnings  that 
would  protect  the  investment  and  attract  the  new 
capital  needed  in  the  public  interest.  This  rule  is  a 
natural  accompaniment  to  the  government  guarantee 
of  a  minimum  return.  The  two  should  go  hand  in  hand. 
Altho  many  insist  that  the  power  of  the  Commission  is 
sufficient  under  existing  law  to  meet  all  the  requirements 
of  this  proposed  rule,  there  is  evidence  in  decisions  of  the 
Commission  that  at  least  certain  members  of  that  body 
are  inclined  to  limit  their  purview  to  the  questioD 
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whether  propoeed  rates  are  reasonable  or  not,  and  are 
disposed  to  hold  that  the  general  financial  condition  of 
the  carriers  is  a  matter  beyond  their  jurisdiction. 

I  am  not  one  of  those  who  believe  that  all  the  financial 
troubles  of  the  railroads  are  to  be  laid  at  the  door  of  the 
Commission.  In  fact,  I  believe  that  regulation  by  the 
CSommission  has  been  of  a  very  decided  net  advantage. 
Yet  greater  generosity  on  its  part  might  well  be  en- 
couraged. The  credit  situation  of  the  railroads  is  the 
resultant  of  many  causes,  the  relative  importance  of 
which  it  would  be  difiScult  to  estimate.  The  variety, 
extent  and  conflict  of  state  regulation  has  been  an  imr 
portant  factor.  The  persistence  of  Congress  in  main- 
taining and  strengthening  all  laws  for  the  preservation 
of  the  competitive  principle  has  been  a  hampering  in- 
fluence. The  exhaustion  of  the  more  attractive  forms 
of  railroad  investment,  such  as  first  lien  bonds,  and  the 
increasing  attractiveness  and  stabihty  of  other  forms  of 
investment  have  diverted  capital  funds.  There  is  the 
often  conscienceless  and  even  criminal  character  of 
tianker  management,  which  has  wrecked  particular 
properties,  and  placed  all  railroad  securities  imder 
suspicion.  Railroad  officials  and  directors  could  have 
done  much  to  offset  this  influence,  had  they  been  free 
to  denounce  these  instances  of  financial  jugglery,  to 
show  that  they  were  isolated  and  exceptional  cases,  and 
that  the  large  proportion  of  railroad  finance  was  handled 
on  a  sound  and  honest  basb.  Instead,  they  have  injured 
iheir  own  credit  by  constantly  insisting  that  they  had 
none.  Finally,  there  is  the  disparity  between  income 
and  expense,  which  has  had  its  origin  not  in  the  per- 
irendty  of  the  Interstate  Commerce  Conmiission,j^but 
in  the  general  upward  movement  of  prices,  a  movement 
that  has  affected  everything  the  railroad  buys,  includ- 
ing labor,  but  has  left  untouched  the  prices  at  which  the 
lailioads'  own  product  is  sold. 
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6.  The  jurisdiction  of  the  Interstate  Comi^^ 
mission  should  be  extended  to  give  it  greater  power  o 
construction  and  service.    The  roads,  being  fedcn 
incorporated,  should  be  permitted  to  make  ertena 
only  after  the  issuance  by  the  Conmiission  of  a  oer 
cate  of  public  convenience.   Power  should  rest  with 
Commission  to  develop  greater  co5peration  in  the 
of  terminals,  in  the  pooling  of  equipment,  and  in 
elimination  of  unnecessarily  long  hauls.     With  tli 
should  reside  the  power  to  approve  poolmg  and  tn 
agreements,  if  they  seemed  desirable  from  the  pal 
standpoint,  altho  the  plan  of  consolidation  here  0 
gested  would  probably  rend^  such  agreements  U 
large  degree  imnecessary. 

7.  Provision  should  be  made,  through  the  creatku 
a  wage  board,  for  the  orderly  settlement  of  wage  0 
troversies  that  cannot  be  adjusted  on  the  individ 
railroads,  and  the  law  should  forbid  any  interruption 
commerce  or  any  organized  preparation  therefor,  dur 
the  period  of  investigation  and  report.  Such  a  boi 
should  not  be  constituted  after  the  fashion  of  an  ai 
tration  board,  with  one  member  representing  the  pub 
who  inevitably  becomes  an  mnpire  between  contend 
factions,  and  who  by  the  very  necessities  of  the  caa 
incompetent  to  pass  upon  the  complicated  issues 
volved.  Such  a  board  should  be  constituted  equallj 
employers  and  employees,  and  their  decisions  should 
the  outcome  of  friendly  and  thoro  discussion. 

8.  Finally,  it  should  be  clearly  recognized  by  railn 
men  as  well  as  by  Congress  that  we  are  legislating  f ( 
public  service,  that  the  public  interest  is  not  to  be  c 
sidered  merely  as  coequal  in  importance  with  the 
terests  of  private  capital  invested  in  the  undertak 
but  that  it  is  a  predominant  interest.  This  pes 
through  which  we  have  just  passed  was  not  a  tesi 
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government  operation.  However^  the  American  people^ 
in  turning  the  roads  back  to  their  owners  have  not 
finaUy  disposed  of  the  question.  Rather  are  they  put- 
ting private  operation  on  trial.  Unless  the  owners  and 
managers  of  these  properties  fully  recognize  the  obliga- 
fioos  that  again  rest  upon  them^  and  develop  a  passion 
for  public  service  that  subordinates  to  it  every  other 
Moaiderationy  the  demand  for  nationalization  is  bound 
to  revive. 

Frank  Haiqh  Dixon. 

May  19, 1919. 
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NORMAL  PRICE  AS  A  MARKET  CONCEP] 

SUMMARY 

The  noniial  price  oonoept  reflects  a  conatnictive  purpose  of  eoooo 
theory,  632.  —  Margin  of  profit^makiiig  entreprenearBhip  a  test  of ; 
mality,  633.  —  Need  of  a  market-distribution  normal  partieubify  id 
case  of  extractiye  products,  whose  supply  is  not  expansible  during  oer 
periods,  636.  —  This  imi^ies  merely  some  change  of  frnphaws  and  e 
plementing  of  the  equilibrium  theory  of  value,  638.  —  The  pa 
competitive  marlcet  price  really  a  normalised  price,  639.  —  The 
tribution  normal  as  a  test  of  the  efficiency  of  our  mariceting  ami 
ments,  640.  —  Rdation  of  croas-eectbn  to  longitudinal  view  of 
maiket,  641.  —  Market  normal  of  fixed-supply  goods,  642.  —  For  f 
(voducts  a  "  season's  normal,"  643.  —  This  may  undergo  disnge  as 
season  progresses,  644.  —  Recc^itulatbn,  648.  —  Three  phases  of 
market  normal,  649.  —  Interplay  of  the  market-distributioQ  and  ] 
duction-adjustment  concepts  of  normality,  650.  —  Practical  uaefali 
of  the  above  theory,  651. 

The  differentiation  of  a  market  price  and  a  non 
price  concept  runs  back  as  far  at  least  as  Adam  Smi 
and  is  preserved  in  the  writings  of  the  great  majoritj 
modern  expositors  of  economic  principles.  Some  si 
idea  is  practically  indispensable  in  any  formulation 
the  subject  which  purposes  to  make  economic  theor; 
constructive  force  in  our  social  life  and  to  set  up  stai 
ards  for  the  appraisal  of  current  economic  process 
All  actual  prices  are,  of  course,  market  prices,  and  i 
theoretical  concept  of  a  normal  price  merely  sets  fa 
some  ideal  of  price  adjustment  toward  whose  achie 
ment  we  may  strive  in  ordering  the  practices  and  shi 
ing  the  institutions  of  our  production  and  exchai 
system.  Perhaps,  on  the  whole,  we  should  fare  bet 
if  we  were  to  limit  ourselves  to  expressions  such  as  "  i 
normaUzing  of  market  prices  "  or  "  normality  of  price 
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thus  indicating  clearly  that  so-called  normal  prices  are 
not  some  separate  order  of  prices  made  outside  the  mar- 
ket, but  are  merely  market  prices  which  fulfil  (or,  if 
attained,  would  fulfil)  certain  theoretical  specifications. 

The  test  of  that  normality  has  been  (in  oiu*  price- 
motivated  society)  the  adequacy  of  the  price  paid  in  the 
market  to  cover  a  wage  which  would  secm^  the  needful 
labor,  interest  which  would  secm^  the  needful  capital, 
and  the  necessary  expenses  for  the  purchase  of  raw  ma* 
terial  and  the  payment  of  insurance,  taxes,  and  the  like. 
All  this,  however,  runs  in  terms  of  the  adjustment  of 
production  to  conditions  of  natural  resoiut^es,  human 
agents,  technique,  organization,  or  other  factors  of  pro- 
duction, and  (in  its  second  and  third  phases)  ^  of  re- 
adjustment to  changes  in  these  conditions,  and  hence 
costs,  of  production.  In  short,  writers  have  habitually 
g^en  us  a  production-adjustment  concept  of  price 
normality  and  have  generally  had  their  minds  filled  with 
industrialized  processes  of  production,  in  which  the 
flow  of  goods  is  continuous  or,  at  least,  has  its  stoppings 
and  startingB,  its  expansion  and  curtailment,  largely 
under  control  toward  the  end  and  piupose  of  making 
supply  such  as  to  command  a  remunerative  price. 

This  is  all  very  well  so  far  as  it  goes.  But  the  concern 
has  been  too  exclusively  with  the  normality  of  supply 
conditions,  and  little  or  nothing  has  been  said  about 
the  normality  of  the  demand  which  comes  to  effective 
expression  in  the  market,  or  concerning  the  adequacy  of 
the  market  mechanism  to  bring  about  normal  adjust- 
ments of  actual  supply  and  actual  demand  conditions. 
The  stark  cost-of-production  concept  of  normal  price  ia 
insufScient  to  the  economist's  need  in  attacking  the 

s  L  e.«  ^)  kmc-nm  nonnab,  based  on  »  rapply  which  **  oan  be  produced  by  plant 
wUeh  HmU  can  be  remuneratiTdy  produced  and  applied  within  the  giren  time,"  and 
(S)  "  Mculor  movemente  of  nonnal  price,  caueed  by  the  gradual  growth  of  knoiHedge, 
of  population  and  of  c^tal,  and  the  changing  conditiona  of  demand  and  rapply  frook 
to  another.*'    MawhaH,  Prineiplea  of  Economics,  p.  461. 
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problem  of  markel  tofrtauii  and  methods  as  a  fact 
priee  detenninatinn  And  this  jnadecpiacy  is  pa 
alarlj  evident  in  the  case  of  those  extractive  prod 
wfaidi  are  not  prodoeed  by  Ugjh^  industoialiaed  ] 
esBes  and  for  which,  therefore,  the  oonditions  of  so 
are  U^h^  adventitious.  Gold  during  the  ninete 
centuiy  would  fumiah  an  ezcdlent  ease  in  point, ' 
it  not  that  its  entan^bsment  with  monetary  sj^ 
conqpficates  its  vahie  phenomena  unduly.  The  pre 
writer^s  interest  fies  in  the  fidd  of  agricultural  op 
tions,  and  here  we  may  find  ample  ilhistiations  for 


The  production  of  farm  crops  is  subject  to  eqMD 
or  contraction  ci  acreage,  the  enthusiastic  pn^Miga: 
of  plants  and  <miiyM^  or  the  disheartened  slani^tQ 
livestock  and  uprooting  of  ordiards.  likevrise, 
fannor  may  nef^tect  his  crc^  in  midseason  and  e 
''  let  the  weeds  take  it/'  or  he  may  give  it  extra  cult 
tion,  ftftiliier,  or  iirigation;  animah  may  be  **  force 
for  maximum  growth  or  tumed  out  to  f aid  for  th 
selves  —  all  this  in  response  to  the  inducem^its 
discouragements  ^vhich  the  farmer  sees  in  the  trenc 
market  prices.  These  facts  give  us  what  basis  ther 
for  the  application  of  current  theories  of  normal  price 
the  farmer's  business  situation. 

But  this  is  not  the  whole  story.  The  farmer's  chc 
of  crops  and  his  determination  of  the  acreage  of  ei 
having  been  made  irrevocably  at  planting  time,  ^ 
weather  enters  as  an  erratic  modifying  factor  at  evi 
subsequent  stage  of  the  productive  process.  Whate^ 
the  farmer's  intentions,  this  is  the  final  arbiter,  decidi 
what  volume  of  products  shall  come  finally  upon  i 
market.  Furthermore,  that  output,  howev^ 
matched  to  buyers'  needs,  comes  to  market,  thanks 
the  seasonal  character  of  the  industry,  in  some  relativ 
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short  harvest  period  —  a  fixed  supply  which  cannot  be 
mcreased  until  the  whole  long  process  of  the  suns  has 
been  gone  through  again^  and  whose  flow  upon  the 
market  can  be  checked  but  little  even  tho  prices  be 
sliding  below  the  marginal  or,  indeed,  the  average  cost 
of  production.  Even  if  some  of  the  product  be  held 
back  in  local  storage,  its  existence  is  known  and  dis- 
counted in  the  market,  and  prices  must  fall  below  the 
cost  of  harvest  and  marketing  before  it  will  pay  the 
individual  farmer  to  abandon  a  crop  ab-eady  grown. 

These  facts  raise  an  entirely  different,  but  highly  im* 
portant,  question  of  normal  adjustment,  viz.,  that  of  a 
fixed  supply  to  a  given  schedule  of  demand.  Every 
price  situation  raises  an  issue  of  internal  or  market- 
distribution  adjustment  as  well  as  an  external  or  pro- 
duction adjustment.  Even  tho  a  given  supply  situation 
be  highly  abnormal  so  far  as  the  future  trend  of  profit- 
making  production  is  concerned,^  it  might  conceivably 
be  adjusted  perfectly  within  itself,  so  that  every  con- 
sumer secured  his  fragment  of  supply  at  a  price  no 
greater  than  that  actually  necessitated  by  the  ratio  of 
the  total  stock  to  total  effective  demand  (transportation 
cost  being  assumed),  and  such  that  every  producer 
secured  a  price  which  represented  the  full  value  of  his 
produce  in  view  of  its  scarcity  in  that  particular  year.* 
Such  a  concept  of  normality,  in  fact,  lies  at  the  very 
heart  of  our  whole  problem  of  rational  market  distribu- 
tion, even  as  the  older  idea  of  a  cost  of  production 
normal  lies  at  the  heart  of  the  problem  of  rational 
adjustment  of  the  productive  process. 

1  X.  Si,  a  ftuniiM  i«iee,  wfaidk  woukl  ttimtiUte  prodiieUoo  mad  lower  exe^^ 
ia  Hkm  fMon;  or  a  roiiioat  orerprodnetion  prke,  iHiieh  woold  diaeoange  further  effort 
in  the  gIviB  fine  and  in  time  raise  the  demand-eupply  rBtio. 

s  mOk,  of  eoone,  a  einnhr  fimitatioa  on  the  oppoeite  lide  of  eneh  of  theee  propod- 
CbvioiHly,  thii  doee  not  touch  the  ieeue  •■  to  whether  the  producer  k  thereby 
hm  thna  hii  ooit  of  production  or  »  iat  profit  abore  H. 
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Changing  conditions  are  revealing  the  inRnflFJciency 
the  emphasis  which  economists  generally  have  placi 
upon  the  former  of  these  phases  of  our  price  discusao 
The  distinctive  character  assumed  by  the  econcmi 
exposition  of  any  given  period  tends  naturally  to  co 
form  to,  and  hence  be  limited  by,  the  run  of  attention 
the  epoch  out  of  which  they  grow.  The  science 
economics  has  been  bom  and  reared  in  a  day  where 
men  have  been  concerned  with  the  coming  of  the  Indu 
trial  Revolution,  the  development  of  capitalism,  and  t] 
exploitation  of  new  natural  resources.  Consequent 
we  have  been  concerned  very  largely  with  the  proble 
of  profitHseeking  entrepreneurship  and  inclined  to  son 
tinize  closely  the  eflfectiveness  of  our  business  organii 
tion  to  equalize  profits  on  all  the  various  mar^ns  < 
economic  endeavor.  Hence  a  cost-of-production  nomi 
of  prices. 

Today,  however,  the  burden  of  exchange  distributioi 
under  conditions  of  world  trade  and  intense  geograph 
cal  specialization  in  our  productive  organization,  h 
comes  so  heavy  that  our  interest  is  to  a  considerab! 
extent  shifted  from  production  to  marketing  problen 
(i.  e.,  from  the  creation  of  form  utilities  to  the  creatio 
of  time  and  place  utilities)  and  we  feel  the  need  of 
careful  statement  of  a  market  distribution  normal  ( 
prices.  In  securing  such  a  statement,  we  need  merd 
to  develop  certain  ideas  always  implicit  in  the  equih't] 
rium  theory  of  value,  but  not  made  sufficientiy  explicit  i 
the  expositions  of  value  and  price  as  found  in  our  colleg 
texts  or  even  in  more  advanced  theoretical  works. 

An  entirely  orthodox  and  very  conunon  method  o 
procedure  has  been  to  state  that  market  prices  ar 
prices  actually  paid  in  the  market,^  but  to  illustrate  th^ 


called  its  market  price.    It  Mxmj  be  abort  or  below  or  iiiaitU  tiba  mmit  wUk  itB  i 
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process  by  which  such  market  prices  are  evolved  by 
assuming  conditions  of  complete  dissemination  of  infor- 
mation and  mobility  of  goods,  in  brief  '^  perfect  com- 
petition.'' The  result  has  been  that  what  was  described 
was  not  an  actual  price,  but  a  highly  conventionalized 
price  such  as  would  exist  if  our  markets  were  brought 
from  their  actual  abnormalities  of  supply  and  demand 
to  a  normal  adjustment  of  stocks  to  market  demands. 
Such  a  procedure  has  often  been  followed,  no  doubt, 
with  the  laudable  intention  of  making  the  matter  more 
simple  for  the  student.  But  it  is  the  writer's  experience 
that,  on  the  contrary,  the  student  finds  imreal  and  con- 
fusing this  description  of  a  market  situation  admitted 
by  the  expositor  to  exist  only  in  the  mind's  eye.  It 
seems  better  practice  to  take  actual  prices  from  real 
markets  and  give  a  practical  worth  to  their  analysis  by 
seeing  what  is  the  individual  peculiarity  of  their  situar 
tion  either  as  concerns  supply  or  demand  conditions, 
which  causes  the  price  at  which  goods  change  hands  to 
be  dififerent  from  those  in  other  markets  dealing  in  the 
same  wares.  In  other  words,  taking  the  actual  price  at 
which  some  units  of  supply  are  equihbrated  with  some 
units  of  demand,  we  proceed  to  test  the  normality  of 
that  price  equation  by  examining  its  relation  on  both 
the  supply  and  demand  side  to  the  whole  supply  situa- 
tion and  the  whole  demand  situation  to  which  it  is 
connected  through  the  mechanism  of  our  market  system. 

prittm  **;  mod  J.  8.  MID,  "  The  temporary,  or  mmrket  TBlae  of  »  thine,  depends  on  the 
daBsad  md  the  tnppbr;  .  .  .  mad  the  ysloe  always  adjuets  itself  in  such  »  manner  that 
tbm  dwiMmd  is  equal  to  the  siipply.  .  .  .  The  values  and  prices,  therefore,  to  which  our 
^ooelaBioiis  upvij  an  msroantile  values  and  prices;  such  as  are  quoted  in  prices-current; 
f  IBM  in  the  wholesale  markets,  in  which  buying  as  well  as  selling  i»  a  matter  of  business; 
in  wUdi  the  buyen  take  pains  to  know,  and  generally  do  know,  the  lowest  price  at  whidi 
•a  mrtkim  of  a  giwi  quality  can  be  olrtained;  and  in  which,  therefore,  the  axiom  is  true, 
Ifaai  tbsrs  eanaot  be  for  the  same  article,  of  the  same  quality,  two  prices  in  the  same 
liaay  more  recent  writers  have  failed  to  impose  equally  discreet  limitatiotts 
and  hence  have  created  the  imiwcision  that  their  discussion  of  a  con- 
i  market  price  is  supposed  to  api^  to  all  iHices  actually  arrived  at  in  buying 
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Such  an  exposition  of  prices  as  market  actoalitk 
which,  however,  may  and  should  be  tested  as  to  tl 
mNrmality  of  their  adjustment  one  to  another  in  a  gra 
distributive  system  has  been  hindered  rather  thi 
helped  by  some  of  the  definitions  of  "  markrt  "  whic 
have  beoi  devdoped  to  take  account  ci  the  eipanwci 
of  our  trading  q>heres.  Much  has  been  said  aboi 
central  markets  and  national  markets  and  worid  ma 
kets,  but  a  good  deal  of  confusion  easts  among  differei 
writers  as  to  whether  we  shall  say  that  the  worid  marki 
means,  for  instance,  in  the  cotton  trade,  liverpool  — 
place  where  local  bargains  are  made  under  the  infloeni 
iA  worid-wide  torees.  If  such  be  the  meaning  of  tli 
term,  Camdoi,  Arkansas,  is  also  a  wcnid  markrty  sum 
cotton  is  there  bought  and  sdd  upon  the  basis  of  tdi 
graphic  reports  from  the  nearby  qx>t  and  future  marioel 
of  the  United  States,  which  in  turn  are,  throui^  eonstai 
exchange  of  news  and  the  making  ci  transactions,  kqp 
in  maricet  ccmtact  with  foreign  trading  centers.  If,  o 
the  other  hand,  the  word  markrt  means  the  wbol 
**  field  within  which  the  forces  determining  the  price  ( 
a  particular  comnKxiity  operate,"  then,  in  the  case  ( 
goods  widely  traded  in,  the  old  dictum  "  only  CHie  pric 
in  the  same  market  at  a  ^ven  time  "  cannot  possibl 
remain  true  except  in  the  thewetically  possible  bu 
hi^ily  improbable  event  that  all  trading  points  at  som 
moment  struck  a  range  of  mutually  consistent  priee 
(which  would  constitute  for  each  of  than  the  mai 
ket-distribution  mnnal  at  the  moment).  As  a  matte 
of  fact,  an  actual  maricets,  L  e.,  trading  places,  are  in 
evitably  local,  and  every  maricet  price  partakes  more  o 
leas  oi  local  charactos,  ^diether  they  be  those  of  th 
great  metrc^fxdis  or  oi  the  most  remote  hamlrt.  Bo 
these  local  transaction  centers  are,  furtfaennore,  sabtl; 
fused  into  price-influenfing  rriatJonwhips  with  ead 
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other  throughout  the  commercial  sphere  within  which 
the  commodity  is  dealt  in.^  Just  how  perfectly  this  is 
ione  depends  upon  the  perfection  with  which  our  mar- 
ket system  does  its  work  of  equilibrating  market  de- 
DEiands  and  producers'  stocks. 

However  much  the  exdiange  machinery  be  oiled,  it  is 
Dot  humanly  possible  for  friction  to  be  entirely  elimi- 
[lated.  Time  and  distance  make  it  impossible  that  all  the 
bfuyers  and  all  the  sellers  can  ever  get  together  in  that 
complete  and  perfect  competition  which  is  necessary  to 
secure  "  one  price  *  in  a  market/'  Obviously,  the  state- 
Qoent  is  true  enough  as  applied  to  prices  on  the  liver^ 
pool  and  New  York  Exchanges.    But,  be  this  price  in 

s  CTwirly  we  an  Mincwhat  handicapped  here  fagr  the  limitatione  of  our  Tocahubry, 
cfiatinetly  in  need  of  two  worda,  one  to  indicate  the  loeal  trading  point  whieh  ia, 
in  the  nmiBaally  iaolated  eaae,  part  of  a  lariar  perhapa  eren  international  tradinc 
»;  and  another  to  indicate  thia  whole  market  eompan,  of  whieh  the  local  tradinc 
are  eonpemttt  parte.  In  the  abeence  of  two  andi  diatinctive  terma,  we  muat  be 
Hicfal  not  to  eonfnie  our  idea  of  market  aphere  and  market  center.  Such  eonfurion  ia 
10  mow  neeemaiy  than  it  would  be  to  allow  our  idea  of  a  circle  to  be  dominated  by  the 
NBtarandnaileetfnlof  theeireumfereneeandinterveainKaren.  In  the  maldnc  of  workl 
pieea  the  peripheral  tranaaetiona  of  local  producera*  marketa  are  no  leaa  aicnificant  and 
liaeCrFa  than  the  central  tradinc  at  liTcrpool.  New  Yoric,  and  Chicaco.  While  it  ii  trae 
hat,  thronch  the  diwaminatlon  of  their  qootatiooa,  a  tide  of  influence  movea  downward 
koaa  theae  larcer  mariceta  to  the  moat  remote  aoenea  of  boyinc  and  adUnc  aetivitar  all 
if«r  the  wwld.  it  ia  eqpially  true  that  an  theee  remote  tradinc  cpoCa  aend  their  own  tide 
af  iaflvanee  upward  to  eonatitute  the  aum  total  of  the  aupply  aituatlon  out  of  which  the 
Uwpool.  New  Yoric,  or  Chicaco  price  muat  be  made.  The  local  cotton  buyer  brima  a 
Nrtaln  iWanawd  to  eiptUBBinn  in  hia  market  throu^  the  offer  oi  a  price  adjurtad  by  auii- 
ibladiff«cntialitotha<iuotationaofIiT«rpool,NewYork,andNewOrleana.  Butthia 
hamnd  ptiea  ia  endowed  with  no  power  to  requiaition  the  atocka  of  local  producera. 
the  supply  which  eomea  forward  at  thia  price  level  may  not  be  auflident  to  keep  the 
ream  of  cotton  movinc  toward  the  creat  market  centera,  and  thua  the  local 
hw  diyinc  up  the  aouree  of  auppliea,  f orcea  the  reviaion  of  bide  and  a  new  aet  of 
I  at  the  worid  center  of  trade.  Thedecireof  a  email  croup  of  wilful  men  in  the 
(few  York  cotton  market  to  dictate  a  world  price  for  cotton  in  the  fan  of  1914  and  in  1915 
m  reiifiiated  in  the  little  Teiaa  towna  alone  the  Braaoa  quite  aa  effectually  aa  the 
pmaumptinti  of  Prtiaria  to  make  the  warid*a  mapa  waa  checked  alone  the 
aiabonlthaaametima.  But  if  the  international  tradinc  center  faila  of  brincinc 
i^ovt  the  wbtalm  pcodueinc  and  marlEetinc  area  into  harmony  with  ita  own 
of  Tulna,  than  we  muat  be  vny  cautioue  of  the  way  in  which  we  apply  the  older 
of  Barfcat  price  to  the  newly  attained  reaUtiea  of  a  worid  trade. 


Tte  willar  doea  not,  of  eoune,  mean  in  audi  an  exprearion  that  pricea  to  be  one  over 
vnm  would  have  to  be  the  aame  in  doDara  and  centa.    Equivalenee, 
lor  eeat  of  handHnci  ia  what  ia  meant.   We  even  aoaume  the  proptiety  or 
inaiaation  of  theoe  charcea  — a  matter  which  in  practice  we  can  by  no 
afford  to  paaa  unchaHencMii 


i 

r 
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Europe  equalised  never  so  well  to  this  price  in  America, 
i  it  by  no  means  gives  us  one  price  for  the  markets  of  the 

]  world.    What  of  disparities  among  local  markets  and 

4  between  them  and  the  central  market  ?    Has  the  price 

3  been  so  neatly  adjusted  in  Baroda,  Ghe-Ejang,  Assouan, 

I  and  Cabm  Creek,  Mississippi  ?    It  comes  down  to  the 

point,  strictly  speaking,  that  such  a  formula  matches 
concrete  reality  only  if  the  word  market  be  defined  as 
meaning  one  buyer  and  one  seller  or  a  compact  group 
1i  which,  by  the  method  of  auction  or  otherwise,  are 

i  enabled  to  bargain  as  one.    Only  so  can  we  guarantee 

that  there  will  be  but  one  point  for  the  meeting^  of  the 
minds  of  the  parties  to  make  a  price  contract.  With 
every  enlargement  of  the  scope  of  our  market  which 
weakens  the  perfect  solidarity  of  the  buying  or  selling 
group,  there  results  a  multiplication  of  equilibrium 
points  at  which  parts  of  the  stock  of  goods  are  likely  to 
change  hands,  as  a  diversity  of  marketing  circumstances 
and  arrangements  cause  different  effective  supplies  to 
come  forward  out  of  the  total  available  stock  to  strike 
an  equilibrium  with  certain  discrete  fragments  out  of 
the  total  demand  schedule.  The  "  one  price  ''  becomes 
increasingly  a  theoretical  ideal  which,  to  be  gUre,  may 
be  attained  to  by  accident  or  good  design,  but  from 
which  actual  market  prices  ordinarily  depart  by  a  wider 
or  narrower  margin. 

Only  relatively  few  of  our  price  exchanges  are  me- 
diated by  such  centralized,  public,  and  competitive 
agencies  as  the  stockyards,  produce  exchange,  fruit 
auction,  or  similar  highly  organized  mechanisms  of 
trade.  But  such  a  situation  is  the  only  one  expounded 
in  much  modem  as  well  as  nearly  all  classical  discussion 
of  market  price.  Herein  is  manifest  the  poverty  of  our 
theory,  if  it  fails  to  set  forth  the  persistently  duid  nature 
of  the  price-making  process,  consisting  as  it  does  of 
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local,  actual,  and  in  varying  degrees,  abnormal  market 
prices,  and  of  ideal  or  normalized  market  price  concepts, 
in  which  producers'  stocks  are  adjusted  to  consumers 
demands  through  the  mediation  of  a  perfectly  fimction- 
ing  distributing  mechanism.  The  market  price  which 
one  finds  in  many  economic  textbooks  is  one  already 
considerably  nonnalized  as  compared  with  the  widely 
varying  prices  in  remote,  ill-informed,  and  imperfectly 
competitive  trading  spots  where  many,  if  not  most, 
primary  exchanges  are  made.  But  these  are  just  the 
market  prices  which  business  men  are  dealing  with,  and 
the  economist  can  hardly  be  content  to  leave  so  large 
and  significant  a  part  of  the  exchange  field  outside  the 
ministrations  of  his  value  theory. 

We  are  concerned  to  test  the  normality  of  the  prices 
which  scattered  producers  are  receiving  or  which  local 
buyers  are  paying,  and  this  both  theoretically  as  a  means 
of  appraising  our  marketing  system  and  practically  as  a 
means  of  making  dealers'  profits  or  of  gauging  our  opera- 
tions as  private  buyers  or  sellers.  In  the  case  of  com- 
modities (here  farm  products)  whose  market  is  not  fed 
from  a  flowing  stream  but  must  draw  from  a  reservoir 
periodically  replenished  with  varying  degi^  of  fullness, 
the  test  of  normality  at  a  given  moment  is  not  so  much 
that  of  the  adjustment  of  the  rate  of  flow  of  the  com- 
modity from  a  producing  plant  as  it  is  the  distributive 
adjustment  of  that  fixed  volume  of  goods  imiformly  in 
proportion  to  market  needs  so  that  equivalent  effective 
demand  meets  equivalent  supply. 

If  market  price  "  is  a  momentary  or  cross-section 
dew  "  of  the  economic  process,  we  should  see  to  it  that 
our  section  is  complete  and  accurate,  since  we  are  con- 
cerned to  see  upon  this  crosscut  surface  the  relation  of 
one  part  to  another  at  a  moment,  just  as  we  wish  in  the 
longitudinal  section  to  see  the  relation  of  one  to  another 
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over  a  period  of  time.  This  is  precisely  what  the  tn 
has  in  mind  as  he  seeks  a  guide  for  his  merchandi 
operations.  He  attempts  to  see  as  fully  as  possible  ? 
is  the  condition  of  the  whole  market,  as  a  basis  for  ji 
ing  the  acceptability  of  a  particular  price  oJBfer  in  vj 
he  is  concerned.  Is  it  **  in  line  with  the  mazkel 
This  is  his  prime  consideration.  If  as  low  as  or  k 
than  what  he  estimates  to  be  the  normal  adjustmo] 
view  of  all  the  supply  and  demand  conditions,  he 
buy  for  his  own  use  or  from  speculative  intent.  If  *' 
of  line  with  the  market/'  as  being  above  the  exchi 
ratio  which  he  conceives  to  be  the  market  normal 
will  cease  buying  so  far  as  his  consumptive  needs : 
mit,  or  will  sell  short  for  a  future  profit  in  the  di^ 
readjusted  prices. 

It  is  evident,  further,  that  if  this  idea  of  a  distriba 
normal  of  price  under  circumstances  in  which  sapfi 
temporarily  fixed  be  kept  in  mind,  we  may  proceei 
talk  also  of  the  normal  price  df  goods  which  have 
rate  of  supply,  whose  volume  is  permanently  fi: 
which  are,  in  short,  non-reproducible.     Such  are 
Masters,  rare  editions,  natural  curios,  and  land, 
abandoning  the  old  cost-of-production  limitation  u 
his  normal  price  concept  the  economist  may  talk  w 
out  shame  of  what  the  business  man  is  constantly  n: 
ing  his  guide  of  action  and  speaking  of  intelligibly 
correctly  as  the  normal  price  of  goods  which  have 
cost  of  production. 

What  is  the  normal  price  of  land  ?  Why,  cleariy, 
price  necessitated  by  the  adjustment  of  society's  nf 
to  a  limited  supply.  If  through  the  blindness  d 
public  or  the  lack  of  shrewd  real  estate  brokers, 
demands  for  building-room  pile  up  unduly  in  c^ 
sections,  while  other  suitable  tracts  are  vacant  or 
poorly  employed,  the  price  of  the  fonner  units  sta 
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distmctly  above  and  of  the  latter  distinctly  below  the 
equilibrium  point  which  would  be  struck  were  demands 
fitted  to  the  limited  supply  upon  a  rational  basis.  In 
other  words,  the  dealers  in  land  have  failed  to  perceive 
wbat  was  the  normal  adjustment  of  the  good  in  which 
they  deal,  or  they  have  been  unable  to  effect  it.  On  the 
other  hand,  we  all  know  of  clever  real  estate  developers 
who  have  accumulated  wealth  by  buying  land  which 
tfaey  have  found  available  at  a  price  below  its  normal  as 
judged  by  the  ratio  of  demand  to  the  available  supply 
and  who  have  therefore  found  or  developed  a  market 
at,  or  at  least  nearer  to,  that  normal  figure. 

Similarly  for  old  paintings,  books,  coins,  or  other 
objects  whose  means  of  production  no  longer  exist.  If 
an  unknown  painting  by  some  great  artist,  now  dead, 
diances  to  come  to  light  in  some  attic  or  storeroom,  and 
no  one  is  there  to  apprise  the  lucky  finder  of  the  value 
niiich  others  set  upon  the  canvas  which  he  has  un- 
earthed, he  is  likely  to  sell  it,  if  at  all,  at  a  figure  far 
below  the  normal  exchange  rate  which  the  art  world 
pats  upon  this  Umitednsupply  good.  Even  after  the 
picture  gets  out  into  the  world  of  connoisseurs  it  will 
not  have  attained  to  its  full  normal  value  until  such 
time  as  all  potential  buyers  of  such  objects  have  be- 
eome  aware  that  it  has  been  discovered  and  proved 
genuine  and  have  had  an  opportunity  of  making  their 
bids  for  its  possession.  Here  as  elsewhere,  it  is  only 
when  the  mechanism  of  the  market  has  succeeded  in 
actually  equilibrating  total  supply  against  the  whole 
of  effective  demand  that  the  resulting  prices  can  be  re- 
garded as  normal  from  the  standpoint  of  market  dis- 
tribution. 

This,  as  already  mentioned,^  does  not  imply  that  the 
price  of  such  fixednsupply  goods  as  are  distributed  far 

>  See  footnote  2,  p.  639. 
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from  their  place  aS  production^  and  whose  costs  61  ti 
pwtation  bear  a  relatively  hig^  ratio  to  the  se 
price  should  be  priced  at  exactly  the  same  figure  i 
those  markets;  but  it  does  mean  that  the  prices  pai 
the  several  buyers  should  not  differ  by  more  than  t 
costs  of  transportation  and  allied  charges.  Nor  do 
mean  that  the  price  shall  remain  unchanged  throu^ 
the  whole  time  in  which  the  supply  is  fixed,^  for  then 
carrying  charges  which  must  be  added.  However, 
variations  in  the  price  of  wheat  or  similar  seas 
products  from  harvest  time  to  the  coming  of  the : 
crop  should  not  vary  by  more  than  the  amount  of  i 
storage,  interest,  insurance,  and  other  charges.  Thi 
the  whole  course  of  the  season's  distributive  activ 
should  be  discounted  in  the  market  normal  <tf  any  pa 
ular  moment.  In  making  their  price  adjustmml 
the  beginning  of  the  crop  movement,  both  buyers 
sellers  are  aware  that  not  the  whole  of  the  season's  ] 
is  to  be  equated  against  the  moment's  demand.  ¥ 
each  is  trying  to  ascertain  is  what  will  be  the  equilibi 
point  of  such  a  supply  as  nature  has  vouchsafed  ' 
such  a  demand  as  shall  actually  transpire.  The  i 
extraordinary  the  crop  failure  or  the  more  unpi 
dented  the  year's  abundance,  the  harder  will  it  b€ 
those  on  either  side  of  the  market  to  arrive  early  du 
the  crop  movement  at  what  will  be  the  "  season's ; 
mal."  Dealers  know  only  that  part  of  the  dem 
schedule  which  they  have  previously  explored.  If 
paralleled  abundance  presages  a  marked  fall  in  the  pi 
dealers  are  uncertain  of  the  extent  to  which  new  usee 
the  commodity  may  develop  and  thus  check  the  ne 

X  Id  the  case  of  agricultural  products,  with  which  we  are  primarily  euMMi— 
use  of  the  expreeeion  "  fixed  "  supply  is  by  no  means  entirely  aatisfaetocy,  bat  sci 
be  necessitated  by  the  demand  for  brevity.  Actually  the  stock  is.  of  eoune,  din 
as  the  season's  oonsiimption  proceeds,  but  the  supply  is  fixed  in  the  nimifi  that  tl 
of  production  cannot  at  the  time  be  readjusted  to  relieve  an  •**«*8**f  aeareity 
dundanoe. 
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sity  for  making  extreme  concessioiis  in  price  in  order  to 
move  the  whole  stock.  Likewise,  if  scarcity  dictates  a 
high  price,  they  are  forced  to  guess  how  high  it  can  rise 
before  substitution  will  so  impair  demand  as  to  leave 
than  without  the  necessary  number  of  buyers. 

Under  such  circiunstances,  the  professional  trader 
and  such  producer  and  consumer  groups  as  act  with 
sufficient  unity  to  give  them  weight  in  the  market  will 
seek  to  use  every  factor  of  imcertainty  to  warp  prices 
88  far  as  possible  in  the  direction  favorable  to  them- 
selves. If  both  parties  are  in  a  position  to  back  their 
market  judgments  to  the  limit,  e.  g.,  by  holding  their 
stocks  olBf  the  market  or  by  refraining  from  the  purchase 
of  suppUes,  the  true  supply  and  demand  situation  will 
diortly  unfold  itself,  and  an  approximation  at  least  to 
the  distribution-normal  will  be  brought  about.  If, 
however,  one  party  be  for  one  reason  or  another  in  a 
weak  bargaining  position,  by  virtue  of  his  inunediate 
need  either  to  buy  or  to  sell,  the  price  may  be  thrown 
into  a  highly  abnormal  adjustment.  This  was  clearly 
lUustrated  in  the  cotton  crisis  of  1914  and  1915.  With 
the  outbreak  of  the  European  war,  the  voliune  of  de- 
mand both  at  home  and  abroad  became  highly  problem- 
atical. Buyers  at  once  tried  to  use  this  fact  to  their 
own  advantage,  and  did  indeed  effect  a  severe  depres- 
sion of  the  market  price  level.  There  are  always  a  large 
number  of  tenants  and  sharecroppers  and  not  a  few 
fann  owners  who  must  sell  their  cotton  as  soon  as 
ginned,  in  order  to  pay  pressing  debts  and  provide  for 
their  own  Uving  expenses.  This  "  distress "  cotton 
continued  to  be  dumped  upon  the  market  even  when 
the  price  was  forced  as  low  as  six  or  seven  cents  a  pound. 
But  bankers  and  merchants  of  the  cotton  section  soon 
perceived  that  their  own  interests  were  jeopardized  by 
this  crowding  of  the  price  below  what  they  conceived  to 
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be  the  season's  normal.  As  a  result,  they  stepped  in 
urged  farmers  to  hold  for  ten  and  a  half  or  deven  c 
and  at  the  same  time  set  about  ameliorating  the  ci 
and  storage  difficulties  so  that  this  holding  wouk 
possible.  Through  the  bankers'  associations  of  the 
ton  states,  acting  with  the  Federal  Reserve  Bo 
facilities  were  provided  whereby  cotton  could  be  ^ 
housed  and  immediate  needs  financed  on  waieh 
certificates.  Once  the  flood  of  distress  cotton 
checked,  the  price  rose  to  ten,  and  later,  above  tw 
cents  per  poimd. 

This  simply  bears  out  the  oft-repeated  observa 
that  speculative  operations,  whether  in  grain,  cot 
eggs,  or  other  storable  products,  can  permanently 
ceed  only  in  so  far  as  they  move  with  and  not  against 
tide  of  actual  imderlying  market  conditions.  Tliism 
be  expressed  by  saying  they  prosper  only  as  thqr  ^ 
to  draw  prices  toward  the  equilibrium  point  of  the 
son's  normal  instead  of  trying  to  jockey  them  inl 
position  off  that  actual  center  of  gravity.  This  was 
illustrated  in  Leiter's  sad  fiasco  and  Patten's  sucoeE 
coup  in  wheat.  ^  At  the  same  time,  we  should  rem^ 
that  the  distribution  normal  of  a  seasonally  fixed  sup 
even  in  which  the  whole  course  of  the  marketing  ses 
had  been  discounted  by  dealers  and  others,  may  cha 
from  time  to  time,  as  the  factors  upon  which  the  p 
equilibrium  has  been  predicated  are  altered  by  some 
cident  or  unforeseen  change,  before  the  whole  distii 
tive  movement  has  been  completed.  Thus  the  nm 
level  may  be  raised  by  the  destruction  of  a  signific 
portion  of  the  stock  through  the  burning  of  elevaton 
warehouses,    the   sinking   of   ships,   the    devastat 

>  The  aaiiM  point  misht  be  made  in  eoimectioii  with  the  priM  of  labor.  A  ate 
of  what  ie  the  normal  adjwtment  of  the  labor  inniket  at  the  monaeotteDi  the  eoMg 
labor  leader  when  the  niere  threat  of  a  atrihe  win  produee  reauha  and  gaaidi  hia  ai 
the  actual  oalKnc  of  a  atrike  at  a  time  when  the  aopply  and  demand  latw  in  that  pi 
ttlar  claM  of  employment  would  foredoom  it  to  failure. 
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wrought  by  floods,  or  (particularly  in  the  case  of  pota- 
toes, apples,  and  similar  products)  the  inroads  of  insects 
or  fungus  enemies  of  the  stored  goods,  extraordinary 
heat  or  cold,  and  the  like.  It  may  be  lowered  by  the 
advent  of  some  depressing  influence  upon  demand,  such 
as  tha  decreased  purchasing  power  of  some  important 
section  of  the  consuming  pubUc,  due  perhaps  to  unem- 
ployment or  the  lowering  of  wages.  On  the  other  hand, 
its  level  may  be  advanced  by  the  education  of  the  public 
concerning  the  merits  of  the  given  commodity,  or  even 
through  the  changes  of  fashion  or  the  spread  of  a  food 
iad. 

The  war  has  given  us  an  imusually  lively  appreciation 
of  the  effect  of  such  influences  upon  both  the  supply  and 
the  demand  side  of  our  price  adjustment  problems.  All 
that  need  be  said  here  is  that  the  price  which  is  normal 
today  becomes  abnormal  in  terms  of  the  equation  of 
tomorrow's  altered  supply  to  the  predicted  demand  or 
of  this  known  supply  to  a  suddenly  expanded  or  con- 
tracted demand.  Obviously  the  force  of  such  changes 
cannot  be  instantly  transmitted  to  every  local  trading 
center,  but  it  must  be  the  test  of  an  adequate  market 
organization  that  the  fluidity  of  both  supply  and  de- 
mand be  kept  at  the  highest  possible  point,  so  that  the 
sodden  increase  of  demand  at  one  point  be  met  by  the 
prompt  drawing  of  supplies  from  other  places  in  propor- 
tkm  as  then-  supply-demand  ratio  has  given  them  a 
lower  level  of  price;  and  that  any  relatively  plethoric 
Apply,  instead  of  exerting  its  depressing  influence 
idiolly  upon  the  local  market,  shall  be  so  redistributed 
as  to  dissipate  its  force  in  the  lowering  of  the  price  level 
of  all  markets  uniformly.  Evidently,  the  action  of 
riirewd  traders  or  efficient  marketing  organizations  and 
tiie  effect  of  such  a  market  news  service  as  that  being 
developed  by  the  United  States  Department  of  Agri- 
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culture  are  potent  forces  operating  in  this  direetioi 
with  a  notable  difTerence  in  their  effects.  The  p 
agency  seeks  to  derive  the  maximuin  penonal 
from  its  operations,  and  whatever  corrective  rea 
ment  takes  place  is  incidental,  whereas  the  public 
ligence  service  aims  primarily  at  forestalling 
abnormality  of  price  out  of  which  the  prafes 
trader  would  otherwise  extract  a  profit-eurphis.^ 

In  summary,  then,  all  prices  may  be  repreeeni 
constituting  a  price  body  of  three  dimensions,  its  1 
connoting  the  time  phase  and  its  cross  section  embi 
all  prices  for  the  given  article  at  a  moment.  All  the 
actual  or  market  prices,  effected  by  the  equati 
some  units  of  supply  with  an  equal  volume  of  ^i 
demand.  But  every  such  price  is  to  be  appraised  h 
as  to  the  degree  of  its  nonnality  measured  in  tem 
perfectly  functioning  economic  process.  This  e 
examination  in  practice  does  and  in  theory  shouk 
cem  itself  with  two  matters,  not  merely  the  ( 
adjustment  of  production  for  the  market,  but  lit 
with  the  proper  adjustment  of  distribution  in  the 
ket.  Market  adjustment  normality  demands  that 
any  cross  section  we  shall  have  prices  at  a  momc 
adjusted  to  each  other,  rationally  and  consistent 
view  of  market  charges  necessary  with  existing  c 
ment)  that  all  supply  and  all  demand  imits  shall  < 
each  for  its  proper  weight  in  the  price  equilibriun 

For  intervals  of  time  within  which  conditions  oi 
ply  are  fixed,  the  distribution-normal  demands  thai 
differences  shall  not  be  greater  than  those  necesa 

>  In  the  abaencc  of  such  infonnationAl  aervice,  the  cooauminc  pabKc  b  fikelf  t 
up  to  a  high  level  of  imce  on  the  justification  of  local  tearaty,  at  the  aanw  tima 
producing  section  which  has  enjoyed  a  good  growing  aeaaon  is  bdng  held  down 
a  level  as  possible  on  the  basis  of  that  local  abundance.  The  quidt  dtanaJi 
thorough  and  accurate  knowledge  concerning  market  conriitiona  niiich  ac 
change  rapidly  and  radically  is  necessary  if  pricea  are  to  be  kept  anyiriicfa  a 
diatribution-normal. 
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by  carrying  charges  or  justified  by  changes  which  have 
come  about  through  the  loss  of  part  of  the  stock  or 
through  modifications  in  the  demand.  For  agricultural 
products,  the  '*  season's  normal  *'  predicates  the  correct 
discounting  of  such  conditions  over  the  market  distribu- 
tion period  until  the  next  harvest  but,  where  new  factors 
are  introduced  diuing  that  time,  the  prompt  revision  of 
price  schedules.  In  this  longitudinal  section  are  re- 
vealed also  the  alignment  and  realignment  of  prices 
with  costs  of  production,  whenever  opportunity  offers 
to  increase  the  profitable  or  decrease  the  unprofitable 
line  of  production.  Marshall  has  pointed  out  three 
phases  of  the  production-adjustment  normal  of  price, 
viz.,  short-time,  long-time,  and  secular  movements.  A 
similar  threefold  division  might  also  be  made  of  the 
distribution-normal  concept,  as  follows : 

I.  Prices  normal  in  the  sense  of  being  the  best  equili- 
bration of  supply  and  demand  possible  with  the  imper- 
fect market  equipment  of  the  present. 

II.  Prices  normalized  through  adjustment  by  a  mar- 
ket mechanism  remodeled  in  the  light  of  a  previously 
unsatisfactory  price  situation.  The  improvements  of 
storage  and  transportation  facilities,  better  financial 
arrangements,  and  more  efficient  commercial  organiza- 
tion of  trading  agencies  exemplify  this  phase  clearly  in 
the  case  of  agricultural  products  diuing  the  last  few 
decades. 

III.  Prices  readjusted  through  slow-moving  changes 
in  the  market  attitude  of  both  producers  and  consumers, 
such  as  the  education  of  sellers  in  the  fundamental  prin- 
ciples in  accordance  with  which  the  price-making  system 
operates  and,  more  concretely,  the  character  of  demand 
in  those  places  to  which  they  look  for  a  market;  or 
changes  in  the  standard  of  Uving,  the  rovings  of  taste 
and  custom,  and  the  education  of  buyers  as  to  the  in- 
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trinsic  qualities  of  the  goods  which  tliey  oonaume.  The 
study  of  the  marketing  of  farm  products,  the  teaching 
of  home  economics,  and  the  Food  Administration  have 
contributed  to  our  understanding  of  this  liiird  phase  in 
recent  years. 

In  II  and  III  there  is  revealed  a  distinct  rapproch^ 
ment  between  the  market-distribution  and  the  produo- 
tion-adjustment  concepts  of  normal  price.  We  are  wdl 
aware  that  readjustments  in  production  react  upon  the 
distributing  machinery,  while  every  modification  of  the 
exchange  process  exerts  a  reciprocal  influence  upon  the 
productive  organization.  Thus,  defects  in  our  market- 
ing system  may  so  depress  the  price  of  a  given  com- 
modity at  some  points  as  to  cause  returns  to  fall  bdow 
the  cost-of-production  normal,  thus  forcing  certain  of 
I  the  less  favored  producers  out  of  the  fidd,  at  the  same 

time  that  the  normal  equilibrium  of  existing  supply  and 
demand  would  set  the  price  at  a  point  high  enougji  to 
continue  them  in  the  business  on  a  prosperous  basis. 
Or,  on  the  other  hand,  an  abnormal  exchange  situation 
might  so  inflate  prices  as  to  retain  producing  units 
whose  withdrawal  would  be  indicated,  were  the  nor- 
malizing influence  of  profit-seeking  adjustment  on  a 
cost-of-production  basis  not  obscured  by  this  abnormal 
market  situation.  Each  change  in  production  creates 
a  new  market  problem;  each  readjustment  of  the  ex- 
change mechanism  alters  in  some  measure  the  terms  of 
the  producer's  problem. 

There  should  be  no  discontinuity  in  our  concept  of  the 
normalizing  process,  from  the  most  local  and  ephemeral 
adjustment  of  even  one  unit  of  supply  to  one  imit  of 
demand,  up  through  the  harmonizing  of  the  single 
value  estimate  so  struck  with  others  elsewhere,  so  that 
the  whole  stock  may  be  valued  in  exchange  upon  a  con- 
sistent basis;  from  this  to  the  yet  remoter  idea  of  mak- 
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ing  this  level  of  values  fit  harmoniously  into  the  whole 
scheme  of  market  values  by  being  made  (through  the 
checking  or  acceleration  of  the  rate  of  supply)  to  cor- 
respond with  the  market  prices  of  their  component  cost 
goods.    So  to  complement  the  cost-of-production  with 
the  analagous  market-distribution  normal  is  not  to  pre- 
sent merely  an  engaging  abstraction  for  the  theorist  to 
toy  with  but,  on  the  contrary,  to  enimciate  the  value 
principles  which  must  govern  the  practical  endeavors  of 
business  men  in  adjusting  our  machinery  of  market 
production  and  exchange.    It  expresses  the  essential 
truth  which,  sometimes  crudely  and  of  course  intui- 
tively, the  farmer  has  had  in  mind  when  demanding 
relief  from  the  erratic  fluctuations  of  the  markets  in 
which  his  products  are  sold.    It  has  lain  back  of  the 
efforts  of  the  Food  Administration  and  other  agencies 
to  "  stabilize  "  values  during  the  war  period.    Likewise, 
it  must  underlie  whatever  truly  sound  work  shall  be 
done  in  the  futiu*e  toward  improving  the  conditions  of 
our  agricultural  organization,  through  equalization  of 
shipments,  dissemination  of  complete  market  news, 
intelligent  proportioning  of  producers'  efforts  and  out- 
lays, upon  which  a  truly  healthy  development  of  the 
industry  must  depend. 

It  is  a  highly  practical  proposition  because  it  is  soimd 
economic  theory. 

E.  G.  NouRSB. 

Iowa  Statb  Collbox. 
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ON  STABILIZING  THE  DOLLAR 


SUMMARY 


Jneoayfaakskcm  of  an  unttable  Taloe  umty  682. — Dr.  FUber^t  ptopottd 
lonedy,  662.  ^  Would  his  goods  Btandaid  be  sUble  ?  658.  ^  UmUbfe 
rektioii  between  goods  and  labor,  MO.  —  Value  dq>endent  on  hmniD 
estimation,  661.  —  This  not  stable  as  to  goods  or  as  to  labor,  665.— 
CSan  present  monetary  units  be  stabilised  7  667.  —  Control  ol  issoBi  o£ 
paper  money,  667.  — Control  of  gold  productiMi,  668.  —  How  would 
i  Fisher's  plan  affect  the  public  debt  7  670. 

Mo8T  of  US  have  learned  from  experience  that  a  dollar 
will  not  buy  so  much  as  it  used  to  buy,  but  many  of  us 
remember  a  time  when  our  experience  was  just  the  re- 
verse of  this;  for  it  is  scarcely  twenty-five  years  ance  a 
period  of  falling  prices  came  to  an  end.  Then  debtois 
whose  contracts  ran  for  a  number  of  years  were  at  the 
disadvantage  of  having  to  pay  back  dollars  of  larger 
purchasing  power  than  was  possessed  by  the  dollars 
they  had  received.  Now  creditors,  under  like  circum- 
stances, have  reason  to  complain  that  the  dollars  repaid 
to  them  have  a  smaller  purchasing  power  than  had  the 
dollars  which  they  lent ;  and  people  whose  earnings  have 
remained  stationary,  or  failed  to  increase  as  fast  as  the 
prices  of  commodities,  have  found  it  increasingly 
difficult  to  pay  their  bills. 

Dr.  Irving  Fisher  in  a  pamphlet  issued  as  a  precursor 
of  his  forthcoming  book  on  Stabilizing  the  Dollar  in 
Purchasing  Power,  has  expounded  his  plan  for  putting 
an  end  to  such  unpleasant  experiences  by  keeping  the 
variations  in  the  purchasing  power  of  the  dollar  within 
verj'  narrow  limits.  That  he  somewhat  underestimates 
the  direct  effect  of  the  world  war  in  raising  the  cost  of 
living  and,  as  I  think,  correspondingly  overestimates 
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its  indirect  effects  through  its  expansions  of  currency  and 
credit,  is  a  secondary  matter.  So  also  is  his  inclination 
to  throw  upon  our  unstable  dollar  more  than  its  just 
share  of  blame  for  the  existence  of  social  discontent. 
What  I  am  here  concerned  with  is  the  plan  itself  and,  as 
it  seems  to  me,  a  fundamental  error  which  underlies  it. 

Dr.  Fisher  recognizes  the  fact  that,  to  a  greater  or  less 
extent,  he  has  been  anticipated  by  others.  The  various 
writers  who  have  discussed  a  "  tabular  "  or  "  multiple  " 
standard  of  value  seem  to  have  assumed  that,  if  so  con- 
stituted as  to  be  accurately  representative  of  goods  in 
general,  it  would  afford  a  just  standard  for  deferred 
payments;  and  this  is  the  assumption  which  underlies 
Dr.  Fisher's  plan  of  stabilizing  the  dollar.  From  this 
point  of  view,  he  has  a  considerable  advantage  over 
earlier  writers  on  the  subject  in  the  fullness  of  the  price 
records  now  available  and  the  elaborate  systems  of  in- 
dex numbers  based  thereon.  Yet  one  may  be  permitted 
to  doubt  whether  it  is  possible  to  construct,  even  with 
all  these  helps,  a  standard  which  shall  measure  the  price 
movements  of  goods  in  general  with  a  very  high  degree 
of  accuracy,  tho  Dr.  Fisher  compares  the  results  at 
which  he  aims  with  those  attainable  through  the  yard- 
stick in  measuring  length. 

"  What  is  needed,"  he  says,  "  is  to  standardize  the 
dollar,  just  as  we  have  already  standardized  the  yard- 
stick, the  pound  weight,  the  bushel  basket,  the  pint  cup, 
the  horse  power,  the  volt,  and,  indeed,  all  the  imits  of 
commerce  except  the  dollar." 

And  his  plan  for  accomplishing  this  object  is  to  take, 
at  a  suitable  time,  a  dollar's  worth  of  carefully  selected 
goods,  which  shall  thereafter  serve  as  a  measure  of 
value  for  goods  in  general,  including  gold. 

"  A  true  standard  of  value,"  he  says,  "  should  not  be 
dependent  on  one  commodity  merely,  whether  that 
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commodity  be  gold  or  sHver,  or  wheat  or  ^diat  not.  Two 
\  coimnodities  would  be  better  than  one  ";  and  ''  a  com- 

pofiite  of  gold,  silver,  copper,  platinum,  and  all  the  other 
metals  would  be  somewhat  more  stable  t^um  an  amal- 
gam of  two,  j ust  as  a  number  of  tipsy  men  can  walk  more 
steadily  arm  in  arm  than  two  only,  it  being  wholly  un- 
likely that  all  the  men  in  the  line  would  lurch  in  the 
same  direction  at  the  same  instant." 

Metals,  however,  are  not  the  commodities  to  which 
Dr.  Fisher  would  assign  a  leading  place  in  constructing 
j  his  standard.    He  says: 

In  order  to  secure  a  dollar  constant  in  its  purchasing  power  over 
goods  in  general,  it  should,  in  effect,  be  a  composite  ctf  those  Toy 
goods  in  general.  For  instance,  we  might  imagine  a  composite  com- 
modity dollar  consisting  of  2  board  feet  of  lumber  (made  up  of  vari- 
ous kinds);  1/20  of  a  bushel  of  wheat;  3/4  of  a  pouiid  of  steen;  1/2 
i  of  a  pound  of  meat;  30  pounds  of  coal;  1/100  of  a  barrel  of  whhe 

]  flour;  1  pound  of  sugar;  1/2  of  a  pound  of  hogs;  1/3  ctf  a  pound  of 

I  cotton;  1/3  of  a  gallon  of  petroleum;  legg;  1  pint  of  milk;  1  ounce 

j  of  butter;  1/30  of  a  bushel  of  com;  1/25  of  a  bushel  of  potatoes; 

1  1/100  of  a  pair  of  shoes;   1 1/2  pounds  of  hay;   1  oimoe  of  hides; 

1  ounce  of  tobacco  at  the  farm;  1/2  of  an  ounce  of  manufactured 
tobacco;  1  1/2  ounces  of  lard;  1/2  of  an  ounce  of  leather;  1/7  of  an 
ounce  of  wool;  3/4  of  a  pound  of  steel;  1  ounce  of  copper;  1/10  of 
an  ounce  of  rubber;  1/300  of  a  gallon  of  alcohol;  2  ounces  of  soap. 
These  happen  to  be  the  relative  quantities  of  some  of  the  three 
hundred  commodities  used  by  the  United  States  Bureau  of  Labor 
Statistics  in  making  up  its  index  number  of  prices.  The  entire  list, 
of  which  the  articles  specified  are  the  more  important,  was  actually 
worth  one  dollar  in  1909. 

If  at  that  time  we  had  established  such  a  dollar  as  our  unit  — 
that  is,  a  composite  dollar  consisting  of  a  big  basket  containing  those 
three  hundred  bits  of  goods  —  that  composite  basketful  of  com- 
modities —  or  "  goods-dollar/'  let  us  call  it  —  would  evidently  have 
to  be  worth  a  dollar  at  all  times;  and  the  cost  of  living  —  at  least  the 
cost  of  the  representative  assortment  in  that  basket  —  could  not 
rise  or  fall.  That  assortment  would  always  cost  a  dollar  simply 
because  a  dollar  is  that  assortment. 

Accepting  the  "  goods-dollar/'  or  "  composite  basket 
of  goods/'  as  a  thing  of  stable  value,  Dr.  Fisher  would 
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gtabilijse  the  gold  dollar  by  preventing  its  value  from 
diverging  materially  from  that  of  his  proposed  goods 
standard,  and  this  he  would  do  by  making  it  heavier, 
if  its  value,  as  compared  with  that  of  the  ^'  goods-dol- 
lar/' is  found  deficient  or  lighter  if  its  value,  when  tried 
by  the  same  test,  is  found  too  great. 

To  avoid  the  confusion  and  inconvenience  of  having 
gold  dollars  or  gold  eagles  of  different  size  and  weight 
circulating  side  by  side  or  jingling  together  in  the  same 
pocket,  Dr.  Fisher  proposes  that  the  money  in  actual 
circulation  shall  be  of  paper  only.  He  proposes  that 
gold  certificates  be  used  instead  of  gold  coins,  as,  indeed, 
they  already  are  in  most  cases.    He  says: 

If  gold  thus  circulated  only  in  the  form  of  paper  representatives, 
it  would  evidently  be  possible  to  vary  at  will  the  weight  of  the  gold 
dollar  without  any  such  annoyance  or  complication  as  would  arise 
from  the  existence  of  coins.  The  government  would  simply  vary  the 
quantity  of  gold  bullion  which  it  would  exchange  for  a  paper  dollar 
—  the  quantity  it  would  give  or  take  at  a  given  time.  As  readOy  as 
a  grocer  can  vary  the  amount  of  sugar  he  will  give  for  a  dollar,  the 
government  could  vary  the  amount  of  gold  it  would  give  or  take  for 
addlar. 

Passing  over  certain  details,  I  quote  again  from  Dr. 
Fisher's  pamphlet: 

A  definite  and  simple  criterion  for  the  required  adjustments  ^  is 
at  hand  —  the  now  familiar  "index  number''  of  prices.  The 
Bureau  of  Labor  Statistics,  which  now  publishes  an  index  number, 
the  Bureau  of  Standards,  or  other  suitable  government  office,  would 
be  required  to  publish  this  number  at  certain  stated  intervals,  say 
monthly.  That  is,  each  month  the  Bureau  would  calculate  from  cur- 
reot  market  prices  how  much  would  have  to  be  paid  for  our  com- 
posite basket  of  goods.  This  figure  it  would  publish  and  proclaim; 
and  this  figure  would  then  afford  the  needed  official  sanction  to  the 
Secretaiy  of  the  Treasury  to  change  the  amount  of  gold  which  the 
mint  would  give  or  take  for  a  gold  certificate,  and  thus  increase  or 
^^iminwh  the  purchasing  power  of  that  certificate.  The  certificate 
would  always  be  equal  to  the  gold  dollar;  and  the  gold  dollar  would 
be  kept  equal  to  the  goods-dollar,  which  is  the  ultimate  standard. 

>  TIm  pariodiol  rhingM  in  tbe  wdcht  ol  tbe  fold  bvDion  dollar. 
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ASteir  illustrating  in  some  detail  the  small  monthly 
changes  in  the  weight  of  the  dollar  that  would,  as  he 
anticipates,  follow  the  adoption  of  the  goods  standard 
during  a  period  of  rising  prices,  Dr.  Fisher  says: 

And,  80|  as  long  as  the  index  number  persistB  in  staying  evoi  a 
little  above  par,  the  dollar  will  continue  to  be  loaded  eadi  nxnth 
unto,  if  necessary,  it  weig^  an  ounce,  or  a  ton  for  that  matter. 

It  will  be  seen  from  Dr.  Fisher's  frank  recognition  of 
the  extent  to  which  the  dollar  might  be  weighted  in  case 
of  necessity  that  hardly  any  conceivable  increase  in  the 
supply  of  gold,  either  from  the  discovery  of  new  sources 
or  from  improved  methods  of  extracting  the  metal, 
could  cheapen  it  too  rapidly  to  permit  the  weight  of  the 
dollar  to  be  increased  with  equal  speed.  Dr.  Fisher's 
plan  would,  in  fact,  open  an  imlimited  market  for  the 
produce  of  the  gold  mines  of  the  world,  and  the  incentive 
to  their  rapid  exhaustion  which  it  would  thus  offer  is 
enough  to  make  the  hair  of  a  conservationist  stand  on 
end.  For  this,  however,  the  plan  makes  some  atone- 
ment, and  we  must  accompany  Dr.  Fisher  a  little  further 
in  his  account  of  its  operation.    He  says : 

Or,  suppose  the  index  number  falls  below  par,  say  1  per  cent  be- 
low. This  fact  will  indicate  that  the  purchasing  power  of  one  dollar 
has  gone  up.  Accordingly,  the  gold  dollar  will  be  reduced  in  weij^t 
1  per  cent,  and  each  month  that  the  index  number  remains  below 
par  the  now  too  heavy  dollar  will  be  unloaded  and  the  purchasing 
power  of  the  certificate  brought  down  to  par.  Thus  by  ballast 
thrown  overboard  or  taken  on,  our  index  number  is  kept  from 
wandering  far  from  the  proper  level  —  that  is,  from  the  price  of  one 
dollar  per  composite  basket  of  goods.  In  short,  the  adjustment,  like 
all  human  adjustments,  takes  place  "  by  trial  and  error."  There  is 
always  a  slight  deviation,  but  this  is  alwa3rs  in  process  of  being 
corrected.  .  .  . 

All  dollars,  bank  notes,  etc.,  yellowbacks,  and  gold  bullion  would 
be  absolutely  equivalent  to  one  another  and  would  be  approximately 
equivalent  to  the  composite  or  goods-dollar.  We  would  then  be 
substantially  rid  of  a  fluctuating  price  level  with  its  long  train  of 


I 
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bftd  ooDsequenoes.     The  monetary  yardstick  would  at  last  be 
ttandaidued. 

It  may  seem  a  long  look  ahead  to  think  of  a  period 
following  the  exhaustion  of  the  worid's  gold  mines,  but  a 
pmod  of  greatly  diminished  production  of  gold  may  pos- 
sibly be  much  nearer  than  we  imagine;  and  it  must  be 
placed  to  the  credit  of  Dr.  Fisher's  plan  that  its  provi- 
sion for  progressive  reductions  in  the  weight  of  the  dollar 
(or  other  monetary  imit)  would,  in  principle,  be  ade- 
quate to  almost  any  exigency  that  could  possibly  arise 
as  a  result  of  long  continued  diminishing  supplies  of 
gpHd.  For  just  as  the  weight  of  a  gold  dollar  would,  if 
necessary,  be  increased  to  ''  an  oimce  or  for  that  matter 
a  ton,''  so  its  weight  could  be  diminished  to  any  conceiv- 
able extent.  Even  if  gold  became  more  precious  than 
ladium  now  is,  the  allowance  of  gold  buUion  per  dollar 
could  be  made  sufficiently  minute  to  meet  the  require- 
iDents  of  the  situation;  for,  as  coins  are  not  to  be  struck 
or  circulated,  no  difficulty  would  arise  through  a  dollar's 
becoming  too  small  for  convenient  handling,  or  even  so 
floiall  as  to  be  visible  only  through  a  microscope.  But 
the  same  principle  which  permits  an  indefinite  reduction 
in  the  weight  of  the  gold  (bullion)  dollar  would,  of 
course,  permit  the  substitution  of  silver  or  even  a  baser 
Qietal  to  an  equal  value,  if  that  should  on  the  whole  be 
the  more  expedient.  It  would  only  be  imperative  that 
any  such  change  be  made  with  the  faithful  intent  and 
actual  effect  of  keeping  the  dollar  at  par. 

But  this  brings  us  face  to  face  with  the  f imdamentally 
Unportant  question  whether  the  par  proposed  by  Dr. 
Wisher  is  a  sbSb  and  satisfactory  one,  and  this  must  now 
be  considered. 
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Would  a  Goods  Standabd  bs  Stable  ? 

We  all  know  that  in  a  progresBive  condition  of  indus- 
try, such  as  now  exists,  the  value  of  goods,  as  measoied, 
for  example,  by  the  average  amount  of  labor  required  for 
their  production,  is  constantly  and  quite  n^idly  diang- 
ing.  So,  too,  is  the  value  of  either  goods  or  labor,  if 
measured  by  its  true  determinant,  namely,  the  estimate 
placed  upon  it  by  human  beings. 

Dr.  Fisher's  plan  of  stabilizing  the  dollar,  if  perfectly 
realized  in  practice,  would  guarantee  to  a  lender  a  quan- 
tity of  goods  equal  to  that  represented  by  his  loan  ^dieu 
made.  Let  us  suppose  twenty-five  years  to  elapse  befcxe 
the  debt  is  paid.  In  the  meantime  there  have  brai 
great  improvements  in  machinery  and  industrial  proc- 
esses, and  a  great  increase  has  taken  place  in  the  extent 
to  which  such  improvements  are  used.  There  has  ccm- 
sequently  been  a  great  increase  in  the  average  produc- 
tivity of  human  labor.  For  convenience,  we  may  sup- 
pose that  it  has  doubled,  and  that  the  debtor  in  the 
case  under  consideration  is  able  to  produce  or  procure 
as  large  a  quantity  of  goods  as  his  loan  represented 
when  received  with  half  the  labor  which  it  would  then 
have  cost  him.  Is  it  fair  that  he  should  get  off  so 
Ughtly  ? 

Let  us  first  consider  a  case  in  which  this  question  must 
be  answered  affirmatively.  Let  us  suppose  that  the 
increasing  productivity  of  labor  is  steadily  accompanied 
by  an  ever-growing  eagerness  for  educational  opportuni- 
ties, not  only  among  the  young,  but  throughout  the 
community.  This  will  necessarily  carry  with  it  a  cot- 
responding  eagerness  for  reduced  hours  of  labor;  and 
we  may,  in  fact,  suppose  that  the  entire  advantage 
arising  from  the  increased  productivity  of  labor  is  taken 
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in  that  form  ^  and  in  the  increased  leisure  thus  made 
available  for  educational  uses.  We  may  further  sup- 
pose that,  aside  from  certain  beneficial  changes  in  their 
distribution,  there  is  no  alteration  in  regard  to  goods,  or, 
at  least,  no  change  in  the  average  consumption  per 
capita,  people  in  general  caring  little  for  luxury  or  dis- 
play and  finding  their  satisfaction  in  ''  plain  living  and 
liiglh  thinking." 

Under  such  conditions  our  supposititious  creditor  need 
only  receive  the  quantity  of  goods  represented  by  his 
loan  when  it  was  made.  With  that  quantity  he  will  be 
able  to  maintain  his  social  status  and  meet  all  the  re- 
quirements of  his  time  and  circmnstances  as  completely 
BB  he  could  have  done  with  the  same  quantity  twenty-five 
jfears  before.  And,  althobyour  hypothesis  his  debtor  can 
now  produce  or  procure  that  quantity  with  half  the  labor 
which  it  would  then  have  cost  him,  his  performance  of 
that  half  now  involves  as  large  a  sacrifice  as  would  have 
been  involved  twenty-five  years  ago  in  performing  the 
wfaole*  In  doing  that  then,  he  would  only  have  been 
doing  what  all  his  fellow  citizens  were  then  doing.  In 
doiDg  it  now  he  would  be  depriving  himself  of  educa- 
tional opportunities  which  by  our  hypothesis  all  his 
fellow  citizens  are  now  enjoying,  and  dining  the  entire 
time  occupied  in  earning  the  means  to  pay  his  debt  he 
would  be  falling  behind  them  in  the  intellectual  race, 
making  himself  a  helot,  and  undergoing  a  positive  social 
degradation.  In  short,  under  all  the  supposed  condi- 
tional the  creditor  in  receiving  goods  equal  to  those 
tepxeBesated  by  his  loan  when  made  would  receive  a 
degree  of  satisfaction  equal  to  thiat  so  represented,  and 

*  It  wBl  be  Men  further  on  that  this  tui>po>ition  does  not  go  far  beyond  whet  bee 
b«B  nrlouiiy  ptopoetd  for  Great  Britain  by  a  great  employer  of  labor,  who,  with  a 
vfanr  to  siting  a  laiiely  inereaaed  uae  oat  of  machinery,  auggfeti  a  six-hour  day  tor  men 
and,  through  tix-hour  ihift*  of  human  labor,  a  twelve,  eighteen  or  twenty 
dagr  for  the  madiincs. 
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the  debtor  in  performing  a  diminished  amount  of  labor 
would  make  as  great  a  sacrifice  as  the  larger  amount 
involved  at  the  earlier  date.  It  may,  therefore,  be  con- 
ceded that  under  such  conditions  the  goods  standard 
proposed  by  Dr.  Fisher  would  be  a  just  standard  for 
deferred  payments. 

But  suppose  that  the  increasing  productivity  of  labor 
is  accompanied  by  just  as  rapid  an  expansion  in  the  de- 
mand for  goods,  so  that  in  one  form  or  another  the  ave^ 
age  consumption  of  goods  increases  just  as  fast  as  does 
\  the  ability  to  produce  them  —  a  supposition  that  will 

not  seem  extravagant,  if  we  remember  that  ''  use,"  as 
of  implements,  vehicles,  buildings,  etc.,  ''  is  slow  con- 
sumption," and  think  of  the  wide  margin  there  is  f(^ 
expansion  in  the  single  form  of  roomier,  prettier,  and 
more  sanitary  dwellings  for  the  poor,  to  say  nothing  of 
the  many  other  lines  along  which  expansion  mi^t 
advantageously  take  place.  Let  us  suppose,  then,  tiiat 
the  desire  for  goods  —  including  such  goods  as  ships, 
flying  machines,  buildings,  etc.  —  has  on  the  whole  in- 
creased just  as  fast  as  the  productivity  of  labor;  that  to 
satisfy  this  desire  it  is  necessary  to  work  just  as  hard  as 
if  no  industrial  progress  had  been  made,  and  that  the 
general  feeling  of  the  people  towards  goods  on  the  one 
side  and  labor  on  the  other,  is  such  that  they  voluntarily 
choose  so  to  do.  In  that  case  justice  as  between  the 
debtor  and  his  creditor  will  require  that  settlement  be 
made  upon  a  labor  basis.  Under  such  conditions  the 
creditor  may  justly  claim  that  the  quantity  of  goods 
represented  by  his  loan  when  made  no  longer  corre- 
sponds to  the  extent  of  the  desire  for  goods,  or  to  the 
increased  need  of  them  created  by  the  change  in  social 
usages  and  standards.  To  get  a  degree  of  satisfaction 
equal  to  that  represented  by  his  loan  when  made,  he 
must,  in  fact,  under  the  changed  conditions  supposed, 
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receive  twice  the  quantity  then  so  represented,  or  else 
its  equivalent  in  goods  of  better  quality.  Nor  can  the 
debtor  justly  complain,  under  the  supposed  circiun- 
stances,  at  having  to  perform,  in  order  to  get  this 
increased  quantity  of  goods,  as  much  labor  as  was 
represented  by  the  loan  when  received;  for,  altho  by 
oiir  hypothesis  labor  has  become  more  effective  in  pro- 
ducing goods,  it  has,  in  this  respect,  merely  kept  pace 
with  the  increasing  quantities  required  by  a  more  and 
more  exacting  social  standard.  Moreover,  in  perform- 
ing the  amount  of  labor  represented  by  the  loan  when 
made  the  debtor  is  subjected  to  no  adverse  discrimina- 
tion; for  by  our  hypothesis  he  and  his  fellow  citizens 
generally  are  of  their  own  choice  working  just  as  hard 
as  it  was  customary  to  work  twenty-five  years  ago.  In 
short,  under  all  the  supposed  circumstances,  the  creditor 
receives  only  the  d^ree  of  satisfaction  and  the  debtor 
makes  only  the  amount  of  sacrifice  originally  repre- 
sented by  the  loan.  In  this  case,  therefore,  the  goods 
standard  proposed  by  Dr.  Fisher  would  fall  short  by 
one-half  of  satisfying  the  requirements  of  justice  and  as 
a  standard  for  deferred  payments  would  be  a  signal 
failure. 

In  a  stationary  condition  of  industry  a  goods  standard 
and  a  labor  standard  might  coincide  and  both  might 
coincide  with  a  just  standard  of  value. 

Our  suppositions  in  reference  to  a  progressive  con- 
dition might  have  been  pushed  further  than  they  were; 
for  conditions  are  conceivable  under  which  a  creditor 
migjit  justly  expect  an  increase  in  the  quantity  of  goods 
returned  to  him  more  than  proportional  to  the  increase 
in  the  productivity  of  labor,  or,  on  the  other  hand, 
under  which  a  debtor  might  with  equal  justice  expect  to 
meet  his  obligation  with  an  amount  of  labor  diminished 
more  than  proportionally  to  the  increase  in  its  produo- 
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tivity.  But  the  suppositioDs  actually  made  went  in 
each  direction  somewhat  beyond  the  bounds  of  probabil- 
ity; for  in  practical  experience  ^ ''  it  is  reasonably  sure 
to  happen  that  as  the  productivity  of  labor  increases,  a 
part  of  the  advantage  resulting  from  its  increase  will  be 
taken  in  the  form  of  increased  consumption  of  goodB, 
while  another  part  is  taken  in  the  form  of  increased 
leisure.  And  when  the  course  of  human  feeling  with 
reference  to  goods  on  the  one  hand  and  labor  on  the 
other  is  of  this  character/'  a  just  standard  of  value 

\  would  give  the  creditor  a  somewhat  increased  amount  of 

goods  and  exact  from  the  debtor  a  somewhat  diminished 
amount  of  labor.  ^^  In  ordinary  experience  it  probably 
would  not  be  far  from  the  mark  if  our  standard  were  d 
such  a  character  as  to  divide  the  results  of  industrial 

i  progress  about  equally  between  the  debtor  and  the 

creditor;  but  from  the  point  of  view  of  economic  theoiy 
there  is  no  assurance  that  this  would  be  the  case.    All 

j  would  depend  on  the  course  of  human  feeling  in  the 

premises. 

"  Theoretical  completeness  would  require  us  to  con- 
sider a  condition  of  industrial  retrogression,  and  such  a 
condition  might  be  treated  in  much  the  same  manner 
in  which  we  have  already  treated  the  condition  of  in- 
dustrial progress  that  corresponds  to  our  actual  exper- 
ience at  the  present  day  ";  but  it  is  sufficient  for  our 
present  purpose  to  point  out  that,  wide  as  are  the  limits 
within  which  suppositions  may  reasonably  be  made 
as  to  the  course  of  human  feeling  in  regard  to  goods 
and  labor,  only  in  one  out  of  the  indefinite  number 
of  cases  lying  between  the  two  extremes  would  a  goods 
standard  be  a  just  one,  and  that  this  single  case  lies, 

1  The  quotations  which  follow  are  from  a  paper  entitled  "  Tests  of  Stability  is  the 
Value  of  Money,"  which  the  writer  of  this  article  presented  in  1804  before  Sectioo  1  of 
the  American  Association  for  the  Advancement  of  Scienoe.  See  PrnrMMwiiwjy  of  the 
Association  for  that  year. 
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as  already  remarked,  somewhat  beyond  the  bounds  of 
probability. 

The  changing  relation  between  labor  and  goods  in* 
herent  in  a  progressive  condition  of  industry  is  noticed 
in  the  Report  of  the  Monetary  Commission  published 
in  1896.    On  page  94  we  read: 

"  Exactly  as  the  world  has  been  able  to  increase  its 
efficiency  in  production  and  in  obtaining  satisfaction  for 
mankind  at  less  effort,  the  same  labor  and  sacrifice  has 
l^ven  forth  a  larger  result.''  And  the  bearing  of  this 
<3rcumstance  on  the  proposal  to  adopt  a  multiple 
(goods)  standard  is  recognized  in  the  following  passage 
from  page  107: 

The  theory  of  justice  in  the  Multiple  Standard  is  based  on  the 
assumption  that  the  creditor  should  have  only  the  same  quantity 
and  quality  of  goods  at  the  end  as  at  the  begiiming  of  the  contract; 
but  if,  during  the  continuance  of  the  contract,  advances  in  the  arts 
have  enabled  society  to  produce  these  goods  at  less  cost,  it  cannot  be 
eontended  that  this  result  has  been  due  to  the  individual  exertions 
of  either  the  creditor  or  the  debtor. 

The  word  "  cost/'  as  used  in  this  extract,  might,  of 
course,  mean  cost  in  money,  but  the  context  shows  that 
the  fact  of  a  diminished  cost  in  labor  had  a  prominent 
place  in  the  writer's  mind.  He  does  not  carry  his  anal- 
ysis so  far  as  to  indicate  the  conditions  under  which  a 
creditor  might,  or  might  not,  fairly  expect  more  goods 
than  his  loan  represented  when  made,  but  he  plainly 
sees  that  the  changing  relation  between  goods  and  labor 
is  a  fact  which  demands  consideration  before  a  ''  com- 
posite basket  of  goods  "  —  to  use  Dr.  Fisher's  phrase  — 
can  safely  be  adopted  as  our  fundamental  unit  of  value. 

The  special  claim  made  on  behalf  of  the  tabular,  or 
multiple,  standard  is  that  it  is  a  just  standard  of  value 
for  deferred  payments ;  but  it  clearly  is  not  a  standard  of 
stable  value,  for  the  '^  composite  basket  of  goods,"  or 
"  goods  dollar,"  which  Dr.  Fisher  proposes  to  adopt  as 
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'^  the  ultimate  standard  ''  is  itself  a  thing  wl 
is  constantly  changing.  It  is  not  merely  ths 
arate  items  of  goods  whereof  it  is  composec 
tinually  changing  in  their  value  relations  to  ox 
but  that  the  ''  goods  dollar  "  taken  as  a  whole 
whose  value  changes  with  changing  circumst 
is,  therefore,  a  dollar  that  will  fail  to  do  the  sp 
for  which  it  is  chiefly  recommended,  namely, 
trustworthy  standard  for  deferred  payments, 
is  true,  even  tho  the  price  records  may  have  I 
lessly  kept,  the  relative  importance  of  the  coi 
included  in  the  ''  composite  basket  of  good 
estimated,  and  all  the  required  computatiom 
performed.  To  do  even  these  three  things 
success  necessary  to  make  the  ''  composite 
goods  "  as  accurate  a  measure  as  the  yaidi 
length  is  more  than  could  be  seriously  expec 
in  order  to  provide  a  just  standard  for  defc 
ments,  it  would  be  necessary  to  do  much  moi 
successfully  the  three  things  just  named  wov 
be  to  provide  the  means  of  determining  with 
proach  to  accuracy  the  changes  in  the  value 
compared  with  goods  in  general;  and,  after  al 
we  can  for  the  superior  steadiness  of  a  row  of 
as  compared  with  one  tipsy  man  —  or,  say,  30 
goods  as  compared  with  any  one  kind  —  we  c 
a  very  firm  assurance  that  the  approach  woi 
sarily  be  a  close  one.^  But,  besides  ascert 
closely  as  we  can  these  changes  in  the  value  < 
compared  with  goods  in  general,  we  have  ak 
i  into  account  the  changes  in  the  cost  of  goodfi 

ured  in  labor  and  the  changes  in  human  fe 
usage  in  regard  to  both  labor  and  goods.    I 

>  Aa  bearing  upon  this  point  an  eaaay  by  J.  Shidd  Nidiolson  oo  *'  Hi 
of  Variationfl  in  the  Value  of  the  Monetary  Standard,*'  which  is  includad 
Money  and  Monetary  Ftobleme,  may  be  read  with  adTantage. 
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problem  of  detennining  what  periodical  changes  of 
weight  a  gold^buUion  dollar  would  require  in  order  to 
become  a  just  standard  for  deferred  pajrments  is  very 
much  less  simple  than  Dr.  Fisher's  plan  assumes;  and 
it  is  greatly  to  be  feared  that  if  we  imdertook  to  make 
such  changes,  our  work  would  be  sadly  lacking  in  that 
accuracy  which,  according  to  Dr.  Fisher's  own  conten- 
tion, modem  business  imperiously  demands  —  so  badly 
lacking,  in  fact,  that,  instead  of  a  dollar  stabilized  as  to 
value,  we  should  have  a  dollar  of  which  neither  the  value 
nor  the  weight  would  be  known  to  any  one  for  more  thaa 
a  few  weeks  in  advance.  It  is  doubtful  whether  a  dollar 
BO  lacking  in  definiteness  could  be  made  the  basis  of 
contracts  enforceable  at  law. 

As  Jevons  aptly  says:  "  Value  is  the  most  invisible 
and  impalpable  of  ghosts,  and  comes  and  goes  unthought 
of  while  the  visible  and  dense  matter  remains  as  it  was."^ 
Yet  it  is  precisely  this  evanescent  thing  called  value  in 
respect  to  which  the  dollar  must  be  stabilized,  in  order 
to  make  it  a  just  standard  for  deferred  payments;  and 
that  cannot  be  accomplished  by  stabiUzing  its  relation 
to  another  unstable  thing. 

Dr.  Fisher,  of  course,  assumes  that  his  proposed  as- 
sortment, or  ^^  composite  basket,"  of  goods  is  not  im- 
stable  in  its  value,  or  that  it  is,  at  least,  so  much  less  so- 
than  gold  as  to  justify  the  fimdamental  change  in  our 
monetary  system  which  would  be  involved  in  adopting. 
that  assortment  as  our  ultimate  unit  of  value.  When 
the  bare  minimum  of  goods  necessary  to  subsistence  wa& 
about  all  that  the  mass  of  men  could  hope  for,  a  "  basket 
of  goods  "  selected  with  reference  to  their  certain  and 
imperative  needs  might  possibly  have  had  a  consider- 
able stability  of  value;  *  but  in  our  time  there  is  a  wide 

1  InvviCigKtioat  in  Cimaioy  sad  VliMuiet,  p.  80^ 

s  It  would  pnbtbly  hmf  been  tubjeet  to  nther  wriooe  fluetiiatioiit  from  ytmt  to* 
>,  tbo  eompanttrelj  etaUe  on  an  arence  for  lone  periode. 
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inai0ii  for  choice  between  goods  of  many  kinds,  betweoi 
tangible  goods  like  coal  or  bread  and  intanpble  goods 
like  a  moving  picture  show  or  a  concert,  and,  in  general, 
between  goods  and  leisure,  or,  say,  between  goods  and 
the  mental  attainments  for  which  Idsure  would  provide 
opportunity. 

And  think  of  the  tremendous  change  in  the  relation 
between  goods  and  labor  that  would  be  involved  in  the 
execution  of  such  a  plan  as  Lord  Leverhulme  —  a  prac- 
tical business  man  and  large  employer  —  has  seriously 
j  proposed  for  Great  Britain.   In  view  of  the  vast  financial 

oblations  incurred  in  the  prosecution  of  the  war,  he 
declares  it  to  be  necessary  that  the  machinery  available 
for  industrial  uses  shall  be  far  more  fully  ^nployed  than 
it  has  been  in  the  past.  "  We  must  have,"  he  says,  ^'  a 
six-hour  working  day  for  men  and  women,  and  by  m^ans 
of  six-hour  shifts  "  of  human  labor  '^  we  nmst  work  our 
machinery  12,  18  or  24  hours  per  day/'  Think,  too,  of 
the  still  greater  change  that  would  attend  the  adoptioD 
of  a  similar  plan  in  the  United  States,  where  machiDery 
is  far  more  extensively  used  than  in  Great  BritaiD. 
There  probably  has  never  been  a  time  in  the  history  of 
the  world  when  a  goods  standard  of  value  would  have 
had  so  little  definiteness  or  stability  as  it  would  have 
today  —  never  a  time  when  the  kinds  of  goods  to  be 
chiefly  in  demand  were  so  subject  to  great  and  unfore- 
seeable changes. 

Under  present  conditions  a  contract  to  give  or  receive 
a  certain  number  of  dollars  is  a  contract  to  give  or  re- 
ceive a  perfectly  definite  quantity  of  gold  or  its  legal 
equivalent;  and,  tho  its  value  is  confessedly  subject  to 
change,  it  is  comparatively  free  from  sudden  and  violent 
fluctuations.  "  The  precious  metals,"  sajrs  Walker, 
''  have  a  high  degree  of  steadiness  in  value  from  season 
to  season  and  from  year  to  year,  far  exceeding  in  this 
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respect  any  other  considerable  class  of  substances." 
The  existing  stock  of  them  is  so  large  that  the  supply  of 
them  is  comparatively  independent  of  the  output  for 
any  one  year,  or  even  a  number  of  years;  and,  imper- 
fect as  our  gold  dollar  undoubtedly  is  as  a  measure  of 
vahie  through  any  considerable  period,  it  will  probably 
be  far  safer  to  retain  it  and  strive  to  remedy  its  defects 
than  to  abandon  it  in  favor  of  any  assortment  of  goods 
which  could  now  be  selected  as  its  substitute. 

Can  Pbebent  Monetary  Units  be  Stabilized  ? 

Since  the  value  of  money,  like  that  of  other  things,  is 
subject  to  the  law  of  supply  and  demand,  the  way  to- 
wards a  stabilization  of  that  value  apparently  lies 
through  a  careful  observation  and  study  of  all  the  facts 
and  circiunstances  by  which  changes  in  the  value  of  the 
monetary  imit  are  indicated,  with  a  view  to  such  an 
adjustment  of  supply  to  demand  as  may  keep  those 
changes  within  the  narrowest  limits  possible.  This 
would,  of  course,  be  no  easy  task,  but  if  the  effort  were 
for  a  time  attended  by  scant  success,  we  should  at  least 
have  otir  dollar  of  definite  weight  and  fineness  with 
which  to  do  business  while  striving  for  better  results. 
The  data  required  as  a  guide  to  our  efforts  along  this 
line  would  be  much  the  same  as  those  which  would 
really  be  necessary  to  secure  any  approach  to  success 
along  the  line  proposed  by  Dr.  Fisher;  for,  as  already 
pointed  out,  price  lists  alone,  with  the  index  numbers 
computed  therefrom,  would  fall  far  short  of  suppljring 
all  the  criteria  indispensable  to  the  success  of  an  attempt 
to  stabilize  the  value  of  the  dollar  by  periodical  changes 
in  its  weight. 

The  regulation  or  control  of  the  isi^e  of  paper  cur- 
rency is  already  pretty  generally  recognized  as  a  proper 
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function  of  governments;  and,  great  as  the  ea 
governments  have  been  in  the  issue  of  incon 
paper  money,  there  are  conspicuous  instances  of  ] 
and  successful  management  continued  throuf 
periods,  if  not  directly  by  governments  themsd 
institutions  acting  as  their  agents  under  strict  1^ 
control;  such,  for  example,  as  the  Bank  of  Ei 
Should  success  attend  the  effort  to  assure  durabl 
through  a  league  of  nations,  the  chief  cause  of  ei 
governmental  issues  of  paper  money  would  be  re 
for  that  has  most  frequently  been  the  subordini 
sound  currency  principles  to  fiscal  needs  under  s 
the  exigencies  of  war.  And,  even  if  wars  shoi 
occur,  a  resort  by  any  belligerent  to  the  issue  oi 
vertible  paper  might  be  treated  by  the  Leagi 
justif}ring  cause  for  intervention  against  the  ofi 
nation,  on  the  ground  that  the  adoption  of  such  a 
of  meeting  war  expenses  was  analogous  to  i 
beneath  the  belt  in  the  prize  ring. 

The  regulation  of  the  supply  of  gold  and  silve 
there  still  are  countries  in  which  silver  is  the  chief 
—  might  present  more  formidable  diflSculties. 
granting  the  existence  of  criteria  whereby  to  juc 
proximately  whether  the  supply  is  excessive  or  de 
increased  or  diminished  taxation  would  afford  a  m 
repressing  or  stimulating  activity  in  the  prodoc 
either  or  both  of  the  precious  metals.  In  the  < 
mines  owned  by  governments,  increased  or  dimi 
royalties  would  serve  the  same  purpose.  In 
should  there  be  such,  in  which  the  mining  of  gold  a 


>  Throu^  many  decades  prior  to  the  world  war  the  Bank  off 
rate  of  discount  whenever  ita  gold  reserve  was  threatened  witli 
kept  its  notes  at  par  with  coin  and  its  bullion  equiTale&t,  bat 
undue  expansion  of  credit,  influenced  in  an  effective  dofrea  ti 
the  kingdom,  encouraged  the  ezpcMtation  and  disoooraced  tke 
dise,  and  protected  the  country  against  a  too  serioos 
See  an  interesting  statement  on  this  subject  in  the  Fiiai 
Committee  on  Currency  and  Foreign  Ezehangea  after  tke  war. 
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is  operated  by  a  government,  a  league  of  nations  might 
properly  suggest  diminished  or  increased  activity,  as 
^ther  might  be  rendered  desirable  by  the  circumstances 
of  the  time.  The  supply  of  the  precious  metals  at  just 
the  rate  to  assure  as  far  as  possible  their  continuous 
equability  of  value  is  essentially  a  world  problem,  and 
the  formation  of  an  e£fective  league  of  nations,  if  suc- 
cessfully accomplished,  should  contribute  greatly  to- 
wards as  good  a  solution  of  it  as  is  at  all  practicable.^ 
This,  at  least,  is  a  line  along  which  either  separate 
nations  or  a  league  of  nations  can  experiment  for  a 
century,  learning  from  experience  as  time  goes  on  and 
running  little,  if  any,  risk  of  producing  in  the  meanwhile 
8uch  industrial,  conmiercial  and  financial  chaos  as  would 
result  from  the  failure  of  a  plan  like  Dr.  Fisher's.  If 
incidentally  to  the  e£fort  to  regulate  the  supply  of  gold 
and  silver  the  earth's  latent  stores  of  these  metals 
should  be  made  to  contribute  generously  to  the  rev- 
enues of  some  of  the  debt-burdened  governments  and 
thereby  lighten  the  burden  of  general  taxation,  the 
result  would  be  welcome  in  full  proportion  to  its  magni- 
tude, whether  that  should  prove  small  or  great. 

In  connection  with  what  has  been  said  of  increasing 
or  diminishing  taxation  and  royalties  as  a  means  of  re- 
tarding or  accelerating  the  production  of  gold  or  silver, 
mention  may  here  be  made  of  the  proposal  to  subsidize 
gold  mining  which  is  now  seriously  put  forward  in  cer- 
tain quarters  on  the  ground  that  the  needed  quantity  of 
gold  cannot  otherwise  be  profitably  produced  \mder 
present  industrial  conditions.  At  bottom  this  seems  to 
be  virtually  a  proposal  to  lessen  the  gap  between  gold 
and  depreciated  paper  money  by  making  gold  more 
plentiful  and,  therefore,  cheaper.    Rather  than  resort  to 

>  Whflthflr  a  leacoe  amoaiitinff  prAotieaOy  to  a  world  sUto  ooukl  yet  be  lafely  ood- 
«Citated  ii,  however,  mueb  too  larwt  a  queetion  to  be  decided  hastily. 
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80  e9q)eiifliye  a  remedy  for  cuirency  dquredati 
nations  in  which  such  dqprodation  exists  shoul 
remain  if  necessary  for  an  indefinite  i)eriod,  ac 
however,  the  promptest  and  most  effective  mea 
prevent  it  from  proceeding  any  farther.  Hie  w 
surdy  had  inflation  enoug^i  for  the  presoit 
increasing  the  evil  by  adding  inflation  in  gdd  to  i 

How  Would'  Dr.  Fisher's  Plan  Affect 

Public  Debt? 

In  regard  to  the  gold  obligations  of  the  govei 
the  effect  of  the  adoption  of  Dr.  Fisher's  plan  w 
course,  depend  aUogeth^  on  the  course  of 
Should  these  continue  to  rise  by  a  small  per 
ev»y  month  or  two,  involving  the  necesaty  o 
^xmding  incronents  in  the  wdg^t  of  the  gold 
these  g(^d  oUigaticHis  would,  of  course,  be  ma 
increased.  But  it  is,  perhaps,  quite  as  likdy  tl 
return  of  peace  may  usher  in  a  period  of  falling 
in  which  case  successive  diminutions  in  the  weigh 
dollar  would  have  the  opposite  effect.  In  any 
goods  standard  would  bring  to  the  government  t 
vantages  that  may  accrue  from  improved  in< 
methods,  processes  and  apjdiances,  whereby  th 
cost  of  commodities  may  be  reduced. 

But  the  concern  of  the  government  willy  of  ecu 
with  the  strict  observance  oi  its  contracts  a 
maintenance  of  its  credit,  and  its  pdicy  will  presi 
be  dictated  by  a  desire  to  do  as  nearly  as  possibl 
exact  justice  requires,  keeiHng  a  strai^t  course  b 
it$  creditors  and  the  taxpayers  and  showing  no 
ness  to  either  at  the  exp»ise  of  the  other.  < 
wbc4e.  however,  the  fact  that  its  great  loans  ha^ 
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floated  on  the  basis  of  a  dollar  of  25.8  grains  of  standard 
gold  will  have  great  weight  as  an  argument  against 
making  any  change  whatever  in  the  weight  or  fineness  of 
that  dollar.  Moreover,  any  such  change  might  seriously 
endanger  the  success  of  any  loans  which  may  hereafter 
have  to  be  n^otiated. 

Edward  T.  Peters. 
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I.  Introduction 


1 

j  There  is  hardly  any  aspect  of  government  contnd 

I  during  the  war  which  offers  so  rich  a  field  for  economic 

'  analysis  and  study  as  the  control  of  the  entire  sugar 

industrj"  by  the  United  States  Food  Administration. 
Initiated  with  modest  appeals  to  the  public  by  Mr, 
Herbert  Hoover  in  June,  1917,  for  voluntary  reduction 
in  the  household  consumption  of  sugar  and  with  a  vol- 
imtarj'  agreement  with  the  beet  sugar  producers  in  the 
latter  part  of  August,  1917,  a  continuous  development 
took  place,  culminating  ultimately  in  complete  govern- 
ment control  of  the  entire  sugar  trade  from  the  points  of 
production  to  the  points  of  ultimate  distribution. 

The  acti\'ities  of  the  Food  Administration  in  so  far 
as  thej'  relate  to  sugar  fall  into  four  well  defined 
periods.  The  first  period  marks  the  transition  of  the 
sugar  industrj^  from  a  peace  basis  to  a  war  basis,  cover- 
ing in  point  of  time  the  second  half  of  the  year  1917. 
The  Food  Control  Act  which  was  the  legal  basis  for  all 

672 
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the  activities  of  the  Food  Administration,  was  enacted 
in  this  period,  and  the  Sugar  Division  of  the  Food 
Administration  imder  the  able  executive  direction  of 
Mr.  George  M.  Rolph,  took  form  at  this  juncture  as  a 
constituent  entity  in  the  oi^anization  of  the  Food 
Administration.  During  this  period  voluntary  agree- 
ments with  the  different  sugar  producers,  relative  to 
both  prices  and  distribution  of  the  1917-18  crop,  formed 
the  basis  of  control  over  the  industry. 

The  second  period  runs  from  January  to  about  May, 
1918,  during  which  time  the  machinery  created  in  the 
first  period  of  governmental  control,  to  handle  the  prob- 
lems of  the  1917-18  crop,  fxmctioned  automatically  with 
practically  no  amendment. 

The  third  period,  probably  of  greatest  interest  to  the 
economist,  covers  the  interval  between  May,  1918  and 
the  signing  of  the  armistice,  in  which  period  plans  were 
formulated  for  the  handling  of  the  more  difficult  prob- 
lems relative  to  price  and  distribution  involved  in  the 
1918-19  crop.  This  period  witnessed  the  creation  of  a 
sugar  corporation,  the  United  States  Sugar  Equalization 
Board,  Incorporated,  the  $5,000,000  of  capital  stock  of 
which  was  subscribed  for  by  the  President  of  the  United 
States  out  of  his  emergency  funds,  the  purposes  of  this 
corporation,  being,  ''  to  equaUze  the  cost  of  various 
sugars  and  to  secure  the  better  distribution."  ^ 

The  fourth  period  begins  with  the  signing  of  the  armis- 
tice. The  abrupt  termination  of  the  war  found  the 
United  States  Sugar  Equalization  Board  bound  by  sev- 
eral contracts,  for  the  execution  of  which  a  continuance 
ci  the  corporation  was  essential.  Up  to  the  date  of 
writing,  the  activities  of  the  corporation  for  this  foiuth 
period  have  been  mainly  of  a  routine  natiure  and  no 
important  economic  problems  have  developed,  altho 

>  News  RdaiM  of  Food  AdministntMn,  July  11.  1018,  No.  1001. 
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it  is  of  interest,  to  note  the  effect  of  gQvemmental  con- 
trol upon  an  industry  during  a  period  of  post-war 
reconstruction. 

Since  the  first  period  has  ah'eady  been  discussed  at 
some  length  in  a  previous  number  of  this  journal,^  and 
has  been,  in  addition,  the  subject  of  a  senatorial  investi- 
gation, it  will  be  unnecessary  to  treat  it  h»e.  The 
second  period  covering  simply  the  automatic  function- 
ing of  t^e  machinery  created  in  the  first  period  needs 
little  discussion  and  the  fourth  period,  not  being  a 
complete  episode  as  yet,  can  be  treated  more  profitably 
at  a  later  date.  In  this  paper  an  accoimt  will  therrfoie 
be  given  of  the  third  period  which  is  indeed  the  most 
significant  period. 

II.    The  Pbobleucs  Relating  to  Sugar  in 
Connection  with  the  Crops  or  1918-19 

(a)  PnMems  Rdaiing  to  Price 

The  third  period  of  government  control  of  sugar  in]the 
United  States,  as  the  following  pages  demonstrate,  wit- 
nessed the  realization  of  Mr.  Hoover's  original  plan 
for  dealing  with  this  commodity.  Speaking  before  the 
Senate  Committee  on  Agricultmre  on  June  19,1917, 
Mr.  Hoover  had  stated  his  plan  *  as  follows: 

There  is  one  other  commodity  which  I  may  refer  to  in  this^matter 
of  purchase  and  sale,  and  that  is  sugar.  At  the  present  moment  our 
sugar  refiners  are  competing  with  the  allied  sugar  commission  for  the 
purchase  of  Cuban  sugar.  It  must  be  patent  that  if  we  create  a 
sugar  conmiission  and  if  that  sugar  commission  cooperates  with  the 
Allies  and  the  Cuban  producers  to  take  over  the  Cuban  crop  at  ^ 
fixed  price,  that  we  can  effect  a  considerable  saving  on  the  present 
inflated  price  of  raw  sugar,  and  we  can  stabilise  the  price  of  sugar 
throughout  the  whole  of  next  year,  because  the  sugar  commissbn 
should  be  able  to  impose  upon  the  refiners  the  necessity  to  pass  the 
savings  made  on  raw  sugar  through  to  the  consumers.    As^theie 

1  See  article  by  Roy  C.  BUkey,  "  Sucar  Prices  and  Distributiaii  under  Fbo<COo»- 
trol,"  Quarterly  Journal  of  Economics,  Aucuat,  1918,  pp.  067-506. 
*  From  Food  Administration  Bulletin,  No.  1, 1917. 
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would  be  a  dominating  amount  of  imported  raw  sugar  it  should  be 
poeBible  to  maintain  a  stable  price  throughout  the  next  year;  there 
would  thus  be  no  incentive  to  speculation,  and  the  saving  to  the 
public  on  its  sugar  should  reasonably  amount  to  20  to  %  per  cent. 
There  can  be  no  loss  in  such  an  operation,  because  one-half  of  the 
American  sugar  supply  would  be  in  the  hands  of  the  Sugar  Com- 
nuflBion,  and  the  Sugar  Commission  should  be  able  to  make  a  price 
lo  oover  the  whole  of  its  outlay.  In  this  matter,  like  that  of  wheat, 
we  require  a  certain  margin  of  cash  with  which  to  provide  for  bank 
cvedits.  So  far  as  I  can  see  now  there  are  only  three  or  four  com- 
modities where  we  are  likely  to  enter  actively  into  the  purchase  and 
■ale.  In  the  case  of  wheat  and  sugar  we  have  taken  the  opinion  of 
the  producer,  of  the  manufacturer,  and  of  the  distributor  as  to  the 
effectiveness  of  such  operation  in  reducing  prices  to  the  consumer, 
and  I  feel  confident  that  there  is  general  agreement  and  entire  safety 
and  usefulness  and  necessity  in  this  course.  We  should  take  similar 
advice  before  entering  upon  any  other  conmiodity. 

But  the  Food  CTontrol  Act,  when  it  was  enacted,  did 
not  give  the  Food  Administration  the  authority  to  fix 
sugar  prices  directly  or  to  make  purchases  of  sugar  as 
had  been  done  abroad  so  that  it  was  necessary  to  depend 
on  the  volimtary  cooperation  of  the  various  branches  of 
the  sugar  trade.  Through  such  voluntary  cooperation, 
the  various  agreements,  with  the  domestic  beet  sugar 
producers,  with  the  Louisiana  cane  sugar  producers, 
and  the  cane  sugar  refiners  were  e£fected  as  well  as  the 
purchase  of  the  entire  1917-18  Cuban  crop  for  account 
of  the  United  States  and  the  British  Royal  Commission 
on  the  Sugar  Supply. 

Early  in  1918  it  became  apparent  that  the  problems 
rdating  to  sugar  could  no  longer  be  eflfectively  solved 
through  these  separate  volimtary  agreements  with  the 
different  branches  of  the  trade  and  through  the  existing 
executive  machinery  of  the  Food  Administration.  For 
there  were  two  sets  of  problems  facing  the  Food  Admin- 
istration in  1918,  the  first  concerned  with  the  proper 
prices  for  the  1918-19  crops,  in  the  various  sources  of 
supply,  the  second  concerned  with  supply  and  distribu- 
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tion.  In  its  attempt  to  solve  these  problems,  the  Food 
Admmistration  was  ultimately  forced  to  create  a  com- 
mission of  the  sort  Mr.  Hoover  had  described  before  the 
Senate  Committee  on  Agriculture  in  June,  1917.  A 
careful  examination  of  the  problems  which  led  to  thk 
result  is  essential  for  a  clear  understanding  of  the  whole 
matter.  These  problems  are  set  forth  in  the  first  part 
of  this  paper,  and  the  second  part  is  devoted  to  an 
exposition  of  the  manner  in  which  these  iMx>blem8  were 
solved. 

The  difficulties  of  the  Food  Administratian  in  regard 
to  the  price  of  sugar  for  the  191S-19  crop  emerged  from 
its  accepted  poUcy  of  encouraging  domestic  sugar  pro- 
duction. For  early  in  the  history  of  the  Food  Admiih 
istration  there  was  definite  acknowledgment  of  the  fad 
that  an  encouragement  of  domestic  sugar  production 
was  highly  desirable  mainly  because  of  the  neoesEsty 
for  conservation  of  import  tonnage  but  also  in  view  of 
the  gradual  reduction  in  the  world's  supply.  It  was 
hardly  to  be  expected  that  war  conditions  with  the  con- 
sequent reduction  of  the  labor  supply,  the  high  prices 
paid  for  competing  crops,  and  the  high  cost  of  materials 
would  allow  much  increase  in  the  domestic  sugar  pro- 
duction but  it  was  essential  to  take  measures  to  main- 
tain, at  least,  the  normal  production. 

In  anticipation  of  a  possible  reduction  in  the  sugar 
beet  acreage  for  the  campaign  of  1918-19,  owing  to  the 
competition  of  more  lucrative  crops  and  high  costs  of 
labor  and  materials,  Mr.  Hoover  sent  the  following 
circular  letter  to  all  sugar  beet  farmers,  dated  October 
22,  1917: 

One  of  the  most  vital  problems  confronting  the  nation  is  that  of 
procuring  sufficient  sugar  to  meet  the  requirements  of  our  peoj^  and 
of  the  Allied  Nations  fighting  our  common  battle.  The  production 
of  cane  sugar  in  this  hemisphere  can  and  will  be  increased  to  a  limited 
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But  we  must  rely  upon  the  fanners  in  sugar  beet  producing 
of  the  country  for  a  part  of  the  needed  supply.  I,  therefore, 
cunestly  appeal  to  every  farmer,  so  situated,  to  come  to  his  ooun- 
try^B  aid  In  this  hour  of  need.  Without  the  co-operation  of  the 
American  beet  grower  our  task  will  be  very  difficult  and  our  ability 
to  reqxmd  to  the  calls  to  be  made  upon  us  for  this  very  essential 
fxnnmodity  will  be  curtailed.  It  is  at  least  the  duty  of  every  beet 
glower  to  maintain  in  1918  his  normal  acreage  of  sugar  beets.  It  is 
Ui  privilege  to  increase  the  acreage  to  the  extent  that  a  well  balanced 
pcoductbn  of  crops  will  permit,  and  in  this  manner  effectively 
demonstrate  his  patriotism. — Herbert  Hoover. 

It  developed,  however,  that  the  beet  farmers  in  the 
West  were  refusing  to  sign  the  customary  contracts  for 
acreage  with  the  beet  sugar  companies  because  they 
fdt  themselves  imjustly  treated  with  regard  to  prices. 
Moreover,  their  costs  of  production  were  mounting 
n^idly,  competing  crops  were  becoming  more  profitable, 
and  there  was  a  feeling  that  with  a  price  restricted  by 
agreement  between  the  sugar  factories  and  the  govem- 
m^it,  the  raising  of  beets  would  become  progressively 
lees  profitable  in  comparison  with  the  production  of 
other  food  commodities,  the  prices  for  which  were  not 
regulated  by  the  government.  Mr.  Hoover  thereupon 
f^pointed  local  commissions  in  the  principal  beet-grow- 
ing states  to  investigate  costs  of  production  and  he 
fiurther  urged  the  beet  sugar  companies  to  abide  by  the 
decisions  of  these  conmiissions,  promising  these  com- 
panies that  if  they  would  do  so,  the  government  in  turn 
would  undertake,  in  so  far  as  it  was  able,  to  readjust 
prices  for  the  sugar  made  from  these  higher  cost  beets 
00  as  to  cover  the  increased  outlay  involved. 

These  commissions  summoned  witnesses  and  con- 
ducted exhaustive  examinations  in  the  various  states, 
later  submitting  reports  to  Mr.  Hoover.  The  steno- 
graphic reports  ^  of  the  California  hearings  alone  con- 


I  T%mB  origJiuJ  reports  are  in  the  fitee  of  the  Food  Adminiatrmtion.   Abetnets  of  the 
GtaBfOTBiA  and  Cdondo  reports  were  prepared  and  issued  in  the  form  of  numeocraphed 
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asted  of  nine  thick  volumes  of  typewritten  ma 
testimony  of  nearly  one  hundred  growers  of  sug 
from  the  various  sections  of  Calif omia  having  I 
bodied.  In  this  state,  the  hearings  began  at  Los 
Califomia,  on  February  5,  1918,  and  ended  at  £ 
on  February  21,  1918.  This  commission  sugg 
Mr.  Hoover  ^  "  that  the  price  for  sugar  beets,  ei 
on  a  basis  of  $8.25  per  ton  for  fifteen  per  cent  b 
price  to  increase  or  decrease  one-fifteenth  for  c 
per  cent  the  sugar  content  increased  or  decreai 
the  price  also  to  increase  or  decrease  a  dollar  a 
each  cent  the  price  of  sugar  increased  or  decrease 
or  below  seven  and  one-half  cents  per  poimd." 
The  Colorado  Commission  began  its  investigz 
Longmont,  February  13,  1918  and  reported 
Hoover  on  March  6,  1918.  The  following  extn 
the  report  gives  the  general  conclusions  of  tb 
mission: 

Your  Commiasion  recommends  as  a  final  price  reoomn 
a  minimum  of  S9.00  per  ton  on  a  sliding  scale  basis  which 
$9.00  per  ton  for  sugar  beets  testing  over  12  and  under  14 
and  which  advances  the  price  at  the  proportionate  value  o 
the  minimum  price  when  the  analj'sis  shows  a  percentage 
above  this  fixed  minimum  at  the  rate  of  64  cents  for  eac 
cent  or  32  cents  for  each  one-half  per  cent  above  that  mini] 
which  shall  decrease  the  price  at  the  same  rate  below  1 
minimum  where  the  anal3*sis  runs  under  12  per  cent. 

1  From  the  Report  of  the  Federal  Sucar  Beet  Commianon  of  Calif c 
Hoover,  p.  8.  This  report  ooQtaina  mudi  valuable  information.  The  pdi 
of  iniereat  brou^t  out  in  the  testimoay  are  as  follows: 

1.  The  susar  beet  crop  requires  eooaiderably  more  labor,  care  and  aM 
most  other  annual  crops. 

2.  A  large  p<»li(m  of  the  labor,  particularly  the  tliii*«t»*||  uid  tirpfn^  < 
cannot  be  done  by  the  farmer  or  his  family  even  on  small  aereaces. 

3.  Soilsof  varying  grades  of  fertility  are  utihaed  for  beet  culture  bat  in  I 
the  poorer  lands  are  utilised  and  these  lands  are  benefited  therd>y. 

4.  In  1917  the  total  average  working  coat  per  acre  in  Cahfomia  inch 
and  depreciation  on  equipment,  amounted  to  $50.80.  Interest,  tasea,  sope 
averaged  about  $33.00  per  acre,  so  that  the  total  coat  waa  abovt  $84.00  p 
Colorado  the  average  cost  was  about  $82.00  per  acre. 

5.  A  large  porticm  of  the  land  generally  utilised  for  beet  growii^  in  Gsfii 
devoted  to  growing  beana.  In  1917  large  profits  mn  mada  by  tha  prodoc 
altho  the  growing  of  beana  involved  nraeh  leas  care  and  xiak  than  tha  growi 
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We  do  not  consider  a  flat  rate  equitable,  altho  farmers  generally 
favor  the  flat  rate.  If  your  Administration  decides,  however,  that  a 
flat  rate  would  meet  the  extraordinary  circumstances  better  than  an 
equitable  sliding  scale,  we  reconmiend  SIO.OO  as  the  figure  to  control 
thiat  flat  rate. 

The  Nebraska  Commission  was  appointed  March  5, 
1918  and  reported  to  Mr.  Hoover  on  April  6,  1918  as 
follows : 

The  cost  of  producing  sugar  beets  has  increased  very  rapidly,  but 
the  price  paid  for  beets  has  increased  less  than  has  the  price  paid  for 
hay  and  oereab.  To  meet  this  high  cost  and  stimulate  beet  produc- 
tion, your  Commission  reconmiends  that  the  growers  be  paid  SIO.OO 
per  ton  at  the  dump  for  beets,  except  in  those  areas  located  at  some 
distance  from  the  factory  where  the  cost  of  production  was  shown  to 
be  lower  than  the  average  cost,  where  we  recommend  a  price  not  less 
than  S9.50  per  ton. 

The  beet  sugar  factories  agreed  to  abide  by  the  deci- 
sions of  these  commissions  and  there  is  definite  evidence 
that  they  carried  out  their  promises.  The  Department 
of  Agriculture  reports  the  following  average  prices  paid 
farmers  for  beets  in  1918  in  the  various  states  as  com- 
pared with  other  years: 

Aykragx  Pbicb  Paid  fob  Bxbtb  psb  Ton^ 

State  1918  1917  1916 

California  $9.95  $7.60  $6.30 

Colorado 10.02  7.28  6.06 

Idaho 10.00  7.06  6.16 

Michigan 10.08  8.04  6.14 

Nebraska 9.96  7.22 

Ohio 10.03  7.18  6.83 

Utah   10.01  7.04  6.73 

Wisconsin 10.00  8.81 

Othera 9.86  7.28  6.18 

United  States 10.00  7.39  6.12 

The  peix^ntage  of  increase  for  the  United  States  as  a 
whole,  in  the  price  paid  the  farmers  for  beets  in  1918,  as 
compared  with  1917,  was  thus  35.3  per  cent.  This  in- 
crease in  the  price  of  beets  was  of  course  reflected  in 

1  ¥nm  Crop  Reporter,  Aprfl,  1910,  p.  88  aiid  April,  1018,  p.  41. 
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higher  costs  for  the  beet  sugar  factories  and  the  outlay 
for  beets  represented  58.2  per  cent  of  the  total  cost 
of  sugar  production  in  the  years  1919  through  1914. 
Moreover,  the  cost  of  all  other  materials  used  in  sugar 
production  and  the  wages  of  labor  had  also  increased 
rapidly. 

The  Tarifif  Commission  codperated  actively  with  the 
Food  Administration  in  seeking  to  determine  as  far  as 
possible  the  actual  increase  in  costs.  The  results  of  the 
investigations  carried  on  at  that  time  have  been  in- 
corporated in  part  in  a  bulletin  published  recently  by 
the  Tarifif  Commission.  In  this  bulletin  the  Commis- 
sion made  the  following  pertinent  comment  relative  to 
increasing  costs:  ^ 

There  has  been  a  substantial  advance  in  the  prices  of  all  the  prin- 
cipal items  entering  into  the  production  of  sugar.  Prices  were  hij^ier 
for  the  season  1917-18  than  before  the  war  and  hi^er  for  the  season 
1918r-19  than  for  1917-18.  The  greatest  percentage  advance  n 
shown  in  textiles,  231  per  cent  for  bags  and  256  per  ooit  for  filter 
cloth.  Such  high  percentage  advances,  however,  add  less  to  the  cost 
of  sugar  than  items  such  as  labor,  which  show  a  lower  percentage 
advance  but  are  relatively  more  important.  A  rise  of  200  per  cent 
in  filter  cloth  would  add  about  SI. 30  to  the  cost  of  a  ton  of  sugar  in 
1918-19  above  the  cost  of  1917-18,  while  an  increase  of  only  40  per 
cent  in  the  wages  of  factory  labor  alone  would  add  over  S3  and  if 
the  rise  extended  to  agricultural  labor,  as  manifested  by  the  increased 
cost  of  beets,  the  increased  cost  of  a  ton  of  sugar  would  be  over 
S12.« 

^  Coets  of  Production  in  the  Sugar  Industry,  Tariff  Information  Series,  No.  9,  p.  31. 

*  On  p.  31  of  the  pamphlet  referred  to  above  a  table  is  presented  diowing  pereeni- 
age  rates  of  increase  for  wages  and  prices  of  sundry  items  used  in  sugar  produetion. 
These  figures,  however,  represent  averages  for  ten  firms  only.  The  fc^lowing  figara 
compiled  by  the  Statistical  Division  of  the  Food  Administration  show  the  avoage  per* 
centages  of  increase  in  the  various  items  of  cost  for  all  the  firms  reporting  Mich  item: 

Number 
Item  reported  of  firms 

reporting 

Beets 42 

Labor 48 

Transportation ....  20 

Coal 34 

Coke   18 

Lime  or  limerock  . .  40 

Bags 42 

Barrels 15 

Filter  cloth 13 


Average  per  oent 

Average  per  eeot 

of  increase,  1917 

of  increase,  1018 

over  1916 

Ofverl917 

22.4 

34.0 

12.9 

22.6 

.3 

52.9 

61.5 

13.4 

57.6 

18.1 

8.4 

15.4 

21.1 

147.4 

12.2 

71.4 

31.3 

184.1 

i 
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On  the  basis  of  the  data  submitted  by  the  producers 
to  the  Tariff  Commission  and  the  Food  Administration 
it  was  possible  to  compute  the  probable  cost  of  produc- 
ing a  ton  of  sugar  for  the  campaign  of  1918-19  ^  for  each 
producer  and  it  was  possible  to  prepare  cost  line  ciuves 
showing  the  relative  importance  in  sugar  production  of 
the  low  and  high  cost  producers. 

Such  analysis  revealed  the  following  situation: 

1.  A  price  of  11^  cents  per  pound  for  seaboard  refined 
sugar  would  have  been  essential  to  cover  all  producers 
and  yield  a  profit  of  a  cent  a  pound  to  the  high  cost 
producers. 

2.  Nine  cents  a  pound  would  have  been  essential  to 
cover  approximately  85  per  cent  of  the  production  and 
yield  a  profit  of  a  cent  a  poimd  to  the  high  cost  pro- 
ducers of  the  group. 

3.  The  preceding  year's  price,  7.45  cents  a  pound, 
would  have  covered  but  30  per  cent  of  the  production 
yielding  a  profit  of  1  cent  per  pound  to  the  high  cost 
producer. 

It  was  therefore  necessary  that  a  price  of  at  least  9 
cents  a  pound  for  refined  sugar  be  agreed  upon  if  the 

1  TlMfdOowiiig  table  (p.  33  of  Tuiff  Infonnation  Serin,  No.  0,  Costa  of  Production 
fai  tlie  Sogiur  Indmtiy)  ahowi  the  manner  in  which  thie  computation  was  made. 

Coet  per  ton  Eeti  mated  cost 

of  sugar  per  ton  of  susar 
Items                         1917-18           Feroentase  increase  in  1918-19 

avetages  by  price,  rate,  or  avetages  by 

' • ^        wage,  1918-19 • ^ 

factories   tonnage         over  1917-18  factories   tonnage 

Bsels  $80.04  $07.81  34.0  $107.25  $00.86 

DMtoty  labor 12.04  7.86  22.6  14.76  9.64 

Coal 7.60  6.05  13.4  8.62  6.73 

Ooks 1.02  .68  18.1  1.20  .80 

UmsorHmsroek    1.97  1.73  15.4  2.27  2.00 

Bad 2.24  2.11  138.7  5.35  5.04 

Bamls 1.37  1.28  76.4  2.42  2.26 

lOtereloth 64  .64  184.1  1.82  1.82 

Other  suppHss 8.05  2.80  16.2  4.50  3.36 

1.22  1.22  31.4  1.60  1.60 

4.73  6.39  52.9  7.23  9.77 

Total 116.82       07.66  ....  157.11       132.86 

TIm  figures  in  the  above  table  show  the  tremendous  inoresse  which  was  anticipated 
in  the  eosi  of  sugar  prodoetion  for  the  campaign  of  1918-19  over  the  previous  cam* 
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beet  sugar  production  was  to  be  maintamed.  I 
that  relatively  high  price  it  was  clear  that  ma 
tones  would  face  a  loss,  but,  on  the  other  hand 
to  be  reasonably  expected  that  a  decreased  pro 
from  this  source  would  be  coimterbalanced  by 
creased  production  of  the  lower  cost  firms  owinj 
stimulation  of  a  profitable  price. 

The  domestic  cane  sugar  producers  of  Louisiai 
in  much  the  same  situation.  Figures  submitted 
Tarifif  Commission  and  the  Food  Administral 
the  Louisiana  producers  showed  the  following  si 
there:* 

Per  oent  of  total  production 
Coot  —  oenta  per  pound  magv  produeed  under  c«eh  o 

(Velne  of  mdLutm  dedueted)  C^unpaign  of  AiitM 

1917-18  for  IS 

5  cents  11.7  ' 

5i     «       14.1  5 

6  «  34.6  Vi 

6J  «  61.2  Z 

7  «  86.4  32 

7i  «  05.8  4i 

8  «  96.4  S 

8J  «  98.3  74 

9  •  99.4  91 

9|  «  99.4  9£ 

While  the  above  figures  show  the  cost  of  sugar  i 
tion  to  be  rather  high  for  Louisiana,  it  must  be  i 
bered  that  the  greatest  part  of  the  sugar  prodi 
that  part  of  the  country  is  suitable  for  direct  coi 
tion  and  commands  a  price  almost  equal  to  that 
refiners'  standard  grade  of  granulated  sugar.  T 
figures  above,  therefore,  are  more  comparable  w 
beet  sugar  producers'  costs,  rather  than  with  tl 
waiian  or  Cuban  cane  producers'  figures. 

It  was  therefore  clear  from  the  figures  submitt< 
a  large  proportion  of  the  Louisiana  sugar  industr 

1  These  figures  were  eompUed  by  the  writer  from  two  aets  of  eebednlei  nl 
the  T^ouiinana  produoeFa,  one  set  having  been  submitted  to  the  Tmntt  Comn 
other  set  to  the  Sutistieal  Diviaioa  of  the  Food  Admimstratioii. 
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not  be  maintained  on  a  price  basis  of  less  than  10  cents 
per  pound  for  refined  sugar.^ 

Investigation  made  by  the  Tarifif  Commission  of  the 
Hawaiian  cost  situation  revealed  a  situation  generally 
similar  to  the  situation  obtaining  in  the  continental 
United  States. 

In  contrast,  however,  with  these  high  costs  in  the 
domestic  industry  was  the  condition  in  Cuba.  Here  too 
costs  were  moimting  but  they  were  not  as  high  in  the 
United  States.  The  mission  from  the  Republic  of  Cuba 
appointed  by  President  Menocal  to  negotiate  a  price 
for  the  1918-19  crop,  submitted  a  brief  to  the  Food 
Administration  relative  to  the  costs  of  production  and 
the  price  for  the  1918-19  crop,  in  which  it  was  stated  that 
the  average  cost  per  pound  of  sugar  in  1916-17  for  firms 
representing  a  production  of  946,146  short  tons  or  31.28 
per  cent  of  the  total  crop  of  that  year  was  3.355  cents, 
whereas  in  1917-18,  the  cost  per  poimd  for  firms  repre- 
senting a  production  of  1,037,318  short  tons  or  30.1  per 
cent  of  the  total  crop  had  mounted  to  3.88  cents,  an 
increase  of  .525  cents  per  pound.  The  Mission  stated 
that  a  price  of  5.60  cents  f .  o.  b.  at  the  north  ports  of 
Cuba  and  5.55  cents  f .  o.  b.  at  the  south  ports  would  be 
required  to  sustain  and  to  stimulate  the  production  of 
sugar  for  the  1918-19  crop,  as  compared  with  the  4.60 
cents  at  the  north  ports  of  Cuba  and  4.55  cents  at  the 
south  ports  for  the  previous  crop.  The  Mission  thus 
apparently  anticipated  an  average  increase  of  about 
1  cent  per  poimd  in  the  cost  of  sugar  production  in  Cuba 
for  1919  as  compared  with  1918. 

The  price  situation,  as  it  appeared  in  June,  1918,  may 
be  sununarized  as  follows : 

>  That  b  to  tay.  It  wm  antieipftted  that  about  10  per  cent  of  the  prodaetion  for 
191S-10  would  be  produced  at  a  ooet  orer  9  cents  per  pound.  A  baaio  price  of  10  cents 
pm  pound  would  thus  be  required  in  order  to  gire  theae  produeen  a  profit  of  one  eeol 
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1.  Cuba,  which  normally  supplied  the  United  States 
with  49.8  per  cent  ^  of  the  total  annual  supply,  requested 
a  baac  price  for  raw  sugar  of  5.55  cents  per  hundred 
pounds  f .  o.  b.  Cuba.  This  price  was  considered  su£S- 
dent  to  stimulate  production  in  Cuba. 

2.  The  domestic  beet  sugar  industry  which  supi^ed 
15.97  per  cent  ^  of  the  total  annual  consumption  of  the 
United  States  required  a  basic  price  of  at  least  9  cents 
per  pound  for  refined  sugar  to  maint^ain  production. 

3.  The  domestic  cane  industry  in  Louisiana,  which 
supplied  6.27  per  cent  ^  of  the  total  annual  consumption 
of  tiie  United  States  required  a  basic  price  for  rdfined 
sugar  of  about  10  cents  per  pound  to  maintrfiin  the 
production. 

4.  The  Hawaiian  industry  which  supplied  13.66  p^ 
cent  ^  of  the  total  annual  consumption  required  about 
the  same  price  as  the  domestic  beet  industry. 

If  the  price  of  sugar  was  to  be  raised  only  sufficiently 
to  meet  the  needs  of  the  Cuban  producers,  the  resulting 
basic  wholesale  price  for  refined  sugar  at  seaboard  re- 
fining points  would  have  been  8.54  cents  per  pound. 
The  difiference  between  8.54  cents  and  the  5.55  cents 
paid  to  the  Cubans  for  raw  sugar  would  have  been  made 
up  as  given  in  the  table  on  the  next  page. 

Between  the  above  price  of  $8.54  per  100  poimds  for 
the  refined  Cuban  sugar  at  seaboard  points  and  the  basic 
net  cash  price  of  $8.82  *  desired  for  the  domestic  beet 
sugar  there  was  a  differential  of  28  cents  per  100  poimds. 
The  dilemma  confronting  the  Food  Administration  was 
either  to  advance  the  price  of  sugar  in  the  United  States 
to  8.82  cents,*  thus  covering  the  needs  of  the  domestic 
industry,  but  giving  the  Cubans  28  cents  a  100  poimds 
more  than  they  had  asserted  was  essential  to  maintain 


1  Average  for  yean  1911-12  throuffh  1914-15,  compiled  from  ficuret  oa  p.  446  of 
The  Cane  Sugar  Industry,  Miaoellaneout  Seriee,  No.  63,  of  Department  of  Commeree. 
*  The  list  price  of  9.00  leas  2  per  cent  for  cash. 
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Baaie  price  for  96®  test  centrifugal  sugar  f .  o.  b.  Cuba 

per  100  lbs $5.55 

Duty,  freight,  and  insurance 1.45 

Refiners'  existing  margin  (net  cash  basis) 1.30 

ProbaUe  increase  in  refiners'  margin  essential  to  meet 

increased  cost  of  refining  ^ 15 

Plus  7  per  cent  of  increased  price  of  raws  '  to  refiners  .09 

Basic  (net  cash)  wholesale  price  for  refined  sugar  per 

100  lbs $8.54 

and  stimulate  the  Cuban  production,  or  disregarding  the 
previous  promise  to  the  domestic  industry  to  advance 
the  price  only  to  $8.54,  the  point  where  the  Cuban  pro- 
duction would  be  maintained. 

There  were  two  objections  to  the  first  plan  —  the 
fixing  of  a  price  of  8.82  cents : 

1.  It  would  have  involved  the  payment  to  Cuba  by 
the  people  of  the  United  States  of  about  $18,000,000 
more  than  was  essential  to  maintain  the  Cuban  produc- 
tion during  1919. 

2.  The  Allies,  particularly  the  United  Kingdom,  who 
wished  to  buy  about  one-third  of  the  Cuban  crop  to 
meet  their  needs,  as  they  had  done  in  the  previous  year, 
strongly  objected  to  making  this  imnecessary  payment 
to  Cuba. 

There  were,  on  the  other  hand,  several  objections  to 
the  second  plan  —  the  fixing  of  a  price  of  8.54  cents: 

1.  The  Food  Administration,  as  explained  above,  had 
assured  the  beet  sugar  producers  that  if  they  would 
abide  by  the  recommendations  of  the  various  state  com- 
missions relative  to  the  prices  to  be  paid  farmers  for 
beets,  the  Food  Administration  would  undertake,  so  far 

>  Not  only  w«ra  prodoeen'  ooets  mounting  but  refiners*  ooets  m  weU.  The  refiners 
iiad  eotnpbdned  to  the  Food  Administration  early  in  the  year  that  the  increased  cost  of 
labor  and  mippbm  made  it  essential  that  the  margin  determined  upon  in  October,  1917 
be  rhmnwufi.  Mr.  Hoover  thereupon  appointed  Mr.  Oscar  S.  Straus,  Chairman  of  the 
Pabfic  Serriee  Commission  in  New  York,  to  inyestigate  the  daims  of  the  refiners.  An 
iaeiaaM  of  about  15  cents  per  hundred  pounds  seemed  essentisl  in  view  of  the  change 
b  eondhions  since  October,  1917. 

*  Bequired  to  cover  the  7  per  cent  loss  of  sugar  in  the  melting  pgoosss. 
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as  it  was  able,  to  obtain  for  them  a  fair  price  for  the 
sugar  made  from  these  beets.  As  the  figures  indicated 
above  show  there  was  no  question  that  the  beet  sugar 
producers  had  done  as  requested  and  the  Food  Admin- 
istration in  turn  was  under  obligations  to  TTumifftin  its 
previous  promise. 

2.  The  lower  price  would  have  had  a  t^idency  to  dis- 
courage the  domestic  sugar  production,  every  ton  d 
which  saved  an  equivalent  amount  of  shipping  tonnage* 
The  importance  of  the  domestic  industry  was  empha- 
sized in  June  by  the  sudden  appearance  on  the  Atlantic 
coast  of  Grerman  submarines  which  sank  13,000  tons  of 
sugar  in  a  few  days. 

The  problem  might  have  been  solved  by  the  imposi- 
tion of  an  additional  import  duty  on  foreign  sugars  equal 
to  the  difference  of  28  cents  in  the  costs  of  production. 
To  this  policy  there  were  two  objections: 

1.  New  legislation  would  have  been  necessary  to 
effect  this  change  and  such  legislation  might  have  in- 
volved contention  and  delay  when  immediate  action 
was  essential. 

2.  There  was  a  possibiUty  of  bringing  sugar  to  the 
United  States  from  Java  in  the  Dutch  ships,  negotia- 
tions for  which  were  pending  in  Jxme,  1918  and  this 
sugar,  in  view  of  the  high  cost  of  transportation  might 
have  been  excluded  by  such  an  additional  duty. 

The  one  practical  solution  was  the  creation  of  a  sugar 
commission,  such  as  Mr.  Hoover  had  suggested  to  the 
Senate  Committee  on  Agriculture  in  June,  1917,  which 
would  purchase  sugar  in  cooperation  with  the  Allies, 
who  already  had  similar  organizations.  Such  an  organ- 
ization could  purchase  from  Cuba,  Java,  Peru,  or  from 
any  foreign  source  of  supply  at  any  price  that  was  desir- 
able with  a  view  to  better  economy  of  supplies  and 
shipping  for  all  the  Allies,  and  resell  to  the  American 
refiners  at  an  average  price. 
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(b)   Problems  Relating  to  Supply  and  DistribiUion 

A  careful  inventory  made  in  the  spring  of  1918  of  the 
.vailable  supplies  for  the  United  States  for  the  seven 
QonthSy  June-December,  1918,  revealed  the  strong 
irobability  of  a  sugar  shortage.  It  was  of  coiu"se  difficult 
o  foretell  exactly  the  size  of  the  various  crops  at  that 
arly  date.  Varying  weather  conditions  in  Cuba  be- 
ween  Jime  and  August  could  easily  account  for  a  dif- 
erence  of  some  200,000  to  300,000  tons  or  the  equivalent 
»f  almost  a  month's  supply  for  the  United  States.  The 
stimates  for  the  crop  by  the  experts  varied  from  3,200,- 
00  long  tons  ^  to  3,589,429  long  tons,*  and  it  was  of 
ourse  advisable  to  use  as  a  basis  the  most  conservative 
igures.    The  situation  then  appeared  as  follows : 

(Quantities  in  ■hort  toni,  OOO'b  omitted) 
Itock  on  hand  June  1, 1018  298 

Raw  cane  (in  refiners'  hands) 163 

Beet  sugar  85 

Refined  cane  sugar  (in  refiners'  hands) 50 

298 

Expected  receipts  (June  1-Dec.  31, 1018)  1,081 

Cuban 054 

Hawaiian  338 

Porto  Rican 180 

Domeetie  cane 150 

Domestic  beet 350 

1,081 

'otal  stocks  and  receipts  (raw  and  refined) 2,270 

'otal  stocks  and  receipts  (in  terms  of  refined) 2,150 

jequiiements  for  U.  8.  consumption  in  terms  of  ref  ned 

sugar  on  normal  basis  (June  1-Dec  31, 1018) 2,616 

tefidt  considering  U.  8.  consumption  only 466 

tefidt  considering  required  minimum  exports  to  Allies 

of  about  200,000  tons 656 

t  WiOett  and  Gny't  ettinuite. 

•  Rrtimatu  of  the  Cubftn  etfttietifliAiie  —  Mevn.  Gubba  and  Mtjer. 
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It  was  evident  tben  that  the  mai^gin  betwe 
available  sugar  supply  and  the  requirements 
United  Slates  both  for  oonsumi^im  and  ezpcnrt 
Allies,  for  the  year  1918,  would  be  a  narrow  one  i 
This  situation  was  due  to  three  causes,  first,  the 
to  lestzict  the  oonsumi^<Hi  cl  sugar  in  the  United 
by  appeal  to  the  public  for  v<4untary  conaervati 
not  been  suflSriently  fruitful;  secondly,  there  i 
reserve  supfdy  ci  coosequeiice  on  hand  in  the  ' 
States,  either  in  r^neries,  mills  or  war^ouses,  oi 
hands  crfwhdesalers,  jobbers,  and  retailers;  third 
Allies  in  ixder  to  econ<Hniie  shipping  were  hen 
incieaangly  dependent  on  the  western  hemisph 
their  supplies.  It  wiH  be  <rf  inqmrtance  to  conskb 
€l  these  mattefs  mare  in  detaiL 

Difficulties  in  Restridicn  of  Consumption.  Tlic 
lem  of  reducing  the  sugar  consumption  of  the  1 
States  was  an  extremely  difficult  one.  The  p 
annual  per  capita  ccHisumption  of  the  United  Stat 
about  83  pounds,  as  compared  with  42  poun 
France  and  90  pounds  for  the  United  Kingdom, 
per  capita  consumption  of  the  United  Kingdom  h 
had  been  reduced  to  about  52  pounds  while  Fran< 
consuming  at  the  rate  of  35  ix)unds.  There  was, 
fore,  considerable  room  for  reduction  of  sugar  con 
tion  in  the  United  States.  But  war  conditions  t^i 
increased  consumption  in  the  United  States.  F 
result  of  the  war  had  been  the  increased  prosperil 
the  increased  piux^hasing  power  of  a  very  large  ( 
the  consumers.  Sugar  is  normally  used,  unlike 
other  food  conmiodities,  as  a  constituent  in  many 
food  products  so  that  the  demand  for  sugar  mul 
in  all  directions.  Condensed  milk,  candy,  soft  c 
canned  fruits  and  vegetables,  ice  cream,  fla^ 
extracts,  chewing  gum,  sweet  pickles,  catsup,  chili 
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baked  goods  and  many  other  edible  products,  all  require 
sugar,  as  also  certain  non-edible  products  such  as  to- 
bacco, dental  preparations,  drugs,  explosives  and  glycer- 
ine. Products  such  as  condensed  milk  were  exported  in 
large  quantities  to  the  Allies  and  the  sugar  so  used  was 
therefore  not  to  be  considered  as  consumed  by  the  people 
of  the  United  States,  but  the  effect  was  to  create  a 
larger  demand  for  sugar  in  this  coimtry.  In  addition 
the  armed  forces  of  the  United  States  consumed  much 
more  sugar  per  capita  than  the  civilian  population. 
Ck>nsiderable  amoimts  were  shipped  for  the  Red  Cross, 
Y.  M.  C.  A.,  Knights  of  Columbus,  and  other  war 
organizations. 

The  Food  Administration  had  endeavored  in  accord- 
ance with  its  general  policy  of  voluntary  conservation 
in  the  first  and  second  periods  of  its  control  of  sugar  to 
combat  this  tendency  towards  increased  consumption 
through  appeals  to  the  patriotism  of  the  public  and  of 
the  dealers.  There  has  been  a  general  impression  both 
in  and  out  of  the  Food  Administration  that  these  appeals 
to  patriotism  did  not  result  m  any  saving.  The  figures 
available  demonstrated,  however,  that  a  saving  was 
affected.  Consumption  remained  at  the  pre-war  level 
when  a  large  increase  m  consumption  woidd  have  been 
anticipated. 

Conservation  through  patriotic  appeal  alone  was  not 
sufficient,  however,  particularly  in  view  of  the  probable 
continuance  of  the  war  for  another  year.  It  was  essen- 
tial to  create  some  restrictive  mechanism,  which  the 
Food  Administration  could  count  upon  as  being  defin- 
itively productive  of  results  whenever  quick  results  were 
desirable.  Any  card  rationing  scheme  such  as  existed  in 
Europe  involved  a  large  expense  for  printing  cards  for  a 
poptulation  of  over  100,000,000^  and  a  still  greater 
expense  for  general  supervision  and  execution. 

>  U  WM  tiiiMittd  thftl  the  printing  eott  •!<»•  would  haiw  bMO  $100,000  a  moBth. 
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It  WB8  obvious  that  to  satisfactorily  solve  the  ] 
there  was  need  for  the  creation  of  such  a  corpor 
Mr.  Hoover  had  orig^lally  suggested  which  coul< 
take  the  im>blein  of  sugar  distribution  and  con^ 
pay  the  expenses  of  such  undertaking  through 
made  in  the  purchase  abroad  of  the  f  ordgn  sug 
the  resale  to  the  American  refiners. 

T%e  Reserve  Stocks.  The  sugar  supply  of  the 
Statesat  any  one  time  consists  of  these  parts:  f 
"  visible  "  stocks,  that  is  raw  and  refiined  sugan 
miDs,  factories,  refineries,  and  bonded  warehouse 
United  States;  second,  the  ''  invisible "  sup 
sugar  held  by  hotels  and  restaiurants,  sugar-usinj 
tries,  jobbers,  wholesalers  and  retailers;  thi 
sugar  available  from  the  current  seasonal  produ 
the  various  sources  of  supply,  principally  Louisii 
beet  sugar  territory  of  the  United  States,  Cuba, '. 
Porto  Rico,  and  the  Philippines.  A  gradual  atte 
had  occurred  during  the  war  in  both  the  "  visibl 
''  invisible ''  supplies  of  sugar  in  the  United 

>  The  foOowinc  ficurcs  (Uken  from  WiUett  and  Qny'B  Weekly  Stoti 
Joomal.  rob.  3&-41,  for  the  years  up  to  1918.  and  from  the  reoordi  d 
natifwial  Sugar  Committee  for  1918)  show  the  dedine  in  refiners'  stocks  d 
at  Atlantic  ports  refineries  during  the  war: 

Stocks  of  Raw  Suoab  at  ATLAimc  Posts  RsnifKBns  oh  Isr 

MOITTH 


1910         1917 

65,181  42.190 

92.006  274,284 

177.436  290.718 

94,747  56^028 

Beet  Bucar  stocks  as  reported  by  the  Department  of  Acriealture  (Fi 
Tol.  ii.  Nos.  7  and  17)  on  July  1.  1918  were  73.0  per  cent  of  the  stocks  on  J 
stocks  in  warehouses  on  July  1. 1918  were  but  30.5  per  cent  of  the  stocks  on  J 
wholesalers*  stocks  were  but  71.0  per  cent,  retailers'  stocks  were  but  73 
Bakers'  stocks  were  92.9  per  cent  and  confectioners'  stocks  were  68^  per 
stocks  held  on  July  1.  1917.  Milk  condensers  and  manufaetwccs  of  pe 
larger  stocks  on  July  1.  1918  than  on  July  1. 1917.  The  total  stocks  of  soi 
for  the  United  States  as  a  whole  on  July  1.  1918  were  but  67^  per  eeat  of 
on  July  1.  1917. 


(Long  Tons  Raws) 

Month 

1912 

1913         1914         1915 

April 

J& 

October 

72.849 
186.569 
190.110 

80.958 

45.065      59.934      94.677 
184.115    157.573     116.137 
306.767    278,500    256.849 
155^293    260,343     131.637 

QOVEBNMENT  CONTROL  OF  SUGAR  691 

This  decline  was  due  to  a  combination  of  several  factors, 
first,  the  shipping  situation  for  the  United  States  had 
not  been  such  as  to  encourage  the  movement  of  more 
sugar  from  Cuba,  Hawaii,  and  Porto  Rico  than  was 
necessary  to  meet  current  needs.  Second,  the  stabiliza- 
tion of  prices  and  profits  for  all  the  branches  of  the  sugar 
industry  from  refiner  to  retailer  had  a  strong  tendency 
to  discoiu^e  larger  holdings  than  was  essential  for  a 
"  hand  to  mouth  "  trade.  In  previous  years  the  specu- 
lative factor  had  induced  larger  holdings  of  sugar 
particularly  in  those  months  of  the  year  when  there  was 
heavy  sugar  production  in  all  the  sources  of  supply. 
During  the  war,  on  the  other  hand,  with  the  price  of 
sugar  stabilized  and  with  the  prospect  of  equitable  dis- 
tribution of  the  available  sugar  supplies  by  government 
control  there  was  no  inducement  to  acciunulate  stocks. 
Third,  there  was  a  general  world  shortage  of  supplies, 
particularly  for  Allied  and  neutral  countries,  and  this 
shortage  forced  reduced  siuplus  holdings  in  ail  importing 
countries. 

In  view  of  this  reduction  in  marginal  supplies  the 
Food  Administration  was  constantly  in  fear  of  a  sugar 
famine  if  there  should  be  any  interruption  in  the  con- 
tinuous flow  of  sugar  to  the  United  States  from  Cuba, 
Hawaii,  or  Porto  Rico.  Moreover  there  was  always  the 
possibility  of  labor  disturbances  in  the  sources  of  supply 
or  in  the  ports  of  the  United  States.  It  was  felt  that  it 
was  necessary  to  provide  the  United  States  with  a  re- 
serve supply  of  at  least  two  months  reqmremente  of 
sugar  or  about  600,000  tons.^  Such  an  undertaking, 
however,  required  large  financial  resources  and  could  not 
properly  be  managed  by  the  existing  agencies  in  the 
Food  Administration. 

*  Tlw  Food  AdminittrAtion  wm  influenced  in  this  direction  by  the  example  of  the 
Britkh  Ministry  of  Food  wliich  IumI  accumulAted  271,000  long  tone  of  luger  on  June  1, 
1918  m  MBioet  only  90,000  tons  on  June  1, 1917  and  243,406  tone,  the  pre-war  aTerace 
forJoBsl. 
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The  Sugar  Position  of  the  AUies.  As  the  war  con- 
tinued the  Allies  turned  in  increasing  d^ree  to  the 
United  States  and  Cuba  for  supplies  of  sugar.  The 
following  figures  show  to  what  extent  this  was  true: 

Impobts  into  thb  United  EiNODQii,  FBANcSy  and  Italy  fbok 

THB  United  States  and  Cuba 

(Quaatitiet  in  ■hart  tons) 

1018           1014           1016            1016  1917 

Importa  from  United  SUtos 
(mottly  refined) 

To  United  Kingdom 141.6Q2  211.346  187303  42.St 

France 078  210.648  S75.644  232,726 

Italy ....            ....  S2i830  20i962 

142.580      4214W4      4064^77      Hjm 

Imports  from  Cuba   (mostly 
raws) 

To  United  Kingdom 261.134      203.200      408.016      610.002      789.00 

France 21.382        37.636  6.801      120.106       6Utt 

Italy ....  ....  6^285         33B 

272.616      330.026      400.716      746^478      85U(M 

Total  imports  from  United 
States  and  Cuba — into 
United  Kingdom.  F^anos 
and  Italy 272.616      473,506      831.710   1.242.750  1.150l310 

While  the  production  of  sugar  in  Cuba  and  the  United 
States  had  increased  considerably  in  this  same  period 
there  had  been  a  simultaneous  increase  ^  in  consumption 
in  the  United  States  which  partially  neutralized  this 
gain  in  production. 

The  net  result  of  the  operation  of  the  several  factors 
noted  was  to  leave  a  smaller  margin  of  suppUes  for  the 
United  States  for  domestic  use  in  1917  than  was  pr^ent 
in  1913.  But  in  1918  the  drain  from  the  AUies  was  to  be 
even  greater,  since  the  United  States  Food  Administra- 
tion acting  in  cooperation  with  the  AUied  governments 
had  purchased  in  December,  1917  the  entire  Cuban 
exportable  surplus  for  the  United  States  and  Allies,  a 
full  third  of  which,  or  approximately  1,150,000  short 

1  ThiB  increase  in  production  amounted  to  about  1,040.000  abort  tons  while  tbe  in- 
crease in  coiummption  amounted  to  about  225.000  short  tons  of  refined  sugar.  V» 
requirements  of  the  United  Kingdom,  France  and  Italy  from  the  United  Statei  sad 
Cuba  increased  877,000  tons  in  this  period. 
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tonSy  was  to  go  to  the  United  Kingdom,  France,  and 
Italy.  When  the  contract  was  made  in  December,  1917 
it  was  believed  that  the  needs  of  the  Allies  would  be  met 
fully  by  this  allotment  together  with  other  minor  sources 
of  supply  which  they  could  tap.  The  great  effort,  how- 
eiver,  put  forth  by  the  United  States  and  the  Allies  in 
1918  did  not  tolerate  any  waste  of  shipping  and  it  was 
found  in  June  that,  assuming  a  Cuban  exportable  sur- 
plus of  3,472,000  short  tons,  at  least  an  additional 
112,000  tons  of  refined  sugar  would  be  required  in  order 
to  maintain  the  meagre  rations  of  the  Allies  and  to  pre- 
vent their  recourse  to  distant  markets  such  as  Java. 

So  much  thenfor  the  problems  facing  the  Food  Admin- 
istration in  connection  with  the  1918-19  crops.  Solution 
of  the  price  problems  was  required  immediately  since 
beet  sugar  made  from  the  new  crops  was  about  to  enter 
fhe  market.  The  problems  relating  to  supply  and  dis- 
tribution were  even  more  pressing  since  a  severe  sugar 
shortage  was  threatening.  The  following  pages  discuss 
the  manner  in  which  these  two  sets  of  problems  were 
met. 


III.    ThB  SOLITnON  OF  THESE  PROBLEMS  THROUGH 

THE  Formation  of  the  United  States 
Equalization  Board 

(a)  Formation  of  the  Board 

As  has  been  suggested  above,  the  problems  facing  the 
Food  Administration,  relative  to  both  prices  and  dis- 
tribution, were  capable  of  satisfactory  solution  only  by 
the  creation  of  govenmient  sugar  corporation  for  which 
the  Grain  Corporation  supplied  a  precedent.  The  Food 
Administration  itself,  having  no  authority  under  the 
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Food  Control  Act  to  buy  sugar,  recourse  to  the  Preei- 
dent's  war  emergency  powers  and  funds  was  necessary. 
The  corporation  was  created  by  authorixation  from  the 
President  of  the  United  States  who  set  aside  $5,000,000 
for  the  piuxshase  of  the  capital  stock  of  the  corporatkm 
out  of  his  emergency  fund  of  $50,000,000,  provided  in 
the  "  Sundry  QvU  Act "  of  July  1,  1918-  The  Boaid 
was  incorporated  July  11, 1918  in  the  state  of  Ddaware 
and  the  first  meeting  of  the  Board  of  Direct(»8  took 
place  on  July  18,  1918. 

On  July  11, 1918  the  Food  Administration  issued  the 
following  notice:  ^ 


The  President  has  i^ivoved  the  formation  of  a  sugar 
board  by  the  Food  Administration.  The  Board  is  to  be  composed  of  : 
Herbert  Hoover,  chairman;  George  M.  Ro^>h,  presidait;  Directofs: 
Professor  F.  W.  Taussig,  of  the  United  States  Tariff  CammisBioD; 
Theodore  F.  Whitmarsh,  George  A  Zabriskie  of  the  Food  Adminii- 
tratbn;  Clarence  WooUey  of  the  War  Trade  Board;  William  A. 
GUsgow,  Jr.,  Chief  Counsel  of  the  Food  Administration.  Tie 
office  of  the  Board  will  be  in  Washington. 

The  purposes  of  the  Board  are  to  equalise  the  cost  of  vaiioas 
sugars  and  secure  the  better  distribution.  The  arrangements  will 
facilitate  joint  dealing  with  the  Allies  in  foreign  sugars  and  the  ad- 
justments of  differentials  in  overseas  freight  rates.  Under  certain 
circumstances,  it  may  be  advisable  to  acquire  the  production  of 
some  beet  sugar  factories  that  cannot  under  the  present  price  of 
beets  be  sold  to  the  public  at  a  reasonable  price.  The  Board  will 
take  charge  of  the  distribution  plan  initiated  on  July  1,  and  will  con- 
duct this  plan  at  the  expense  of  the  Board.  The  Board  will  be 
incorporated  to  the  extent  of  $5,000,000  of  capital  which  will  be  sup- 
plied by  the  President  from  his  special  funds,  in  order  to  enable  it  to 
deal  with  facility  in  foreign  sugars  and  otherwise  and  the  whole 
stock  YnW.  be  held  by  the  President  for  the  United  States  Govern- 
ment. The  object  is  to  absorb  the  hi^  peaks  of  cost  in  sugar  produc- 
tion and  to  make  a  small  margin  on  the  low  cost  of  certain  foreign 
sugars  which  may  be  purchased  and  thus  secure  an  equalisation  of 
the  price  to  the  public  on  a  lower  level  than  will  otherwise  be  possible. 
The  arrangements  will  further  secure  an  even  distribution  of  the 
sugar  throughout  the  United  States.  It  is  expected  that  any  profit 
will  be  equalized  to  the  consumer  over  the  year's  operations. 

1  Newa  ReleMe,  No.  1061. 
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With  the  formation  of  the  Sugar  Equalization  Board, 
the  sugar  problem,  as  such,  was  practically  solved,  at 
least  from  the  viewpoint  of  the  Food  Administration, 
since  there  had  been  created  a  responsible  body,  the 
function  of  which  was  the  determination  of  general 
policies  in  relation  to  the  various  problems  which  might 
arise.  Moreover,  with  the  capital  stock  of  $5,000,000 
supplied  by  the  President  as  a  basis  for  financial  opera- 
tions, with  the  further  possibility  of  obtaining  a  margin 
of  profit  on  the  import  of  foreign  sugars  throughout  the 
crop  year,  the  corporation  could  relieve  the  Food  Ad- 
ministration of  the  large  expense  involved  in  the  proper 
control  of  an  equitable  distribution. 

(b)  The  Solution  of  the  Price  Problem 

The  directors  of  the  Sugar  Equalization  Board  began 
action  looking  towards  an  agreement  on  the  price  of 
sugar  for  1919  by  hearing  the  representatives  of  the 
various  sugar  producers.  The  Cuban  Mission  appeared 
before  the  directors  of  the  Board  on  August  9  and 
maintained  their  position  as  previously  presented  to 
the  Food  Administration  that  a  price  of  $5.60  per  100 
pounds  was  essential  in  order  to  yield  a  fair  profit  to  the 
Cuban  producer.  The  majority  opinion  of  the  directors 
of  the  Board  was  that  $5.25  per  100  poimds  would  be 
sufficient.  No  agreement  was  possible  on  this  basis, 
and  the  Cuban  Mission  was  asked  to  report  to  the 
Cuban  government  for  further  instructions.  On  the 
same  day  there  appeared  the  representatives  of  the  beet 
sugar  manufacturers  who  presented  figures  of  costs  and 
requested  a  price  for  refined  sugar  at  seaboard  points  of 
not  less  than  9  cents  per  poimd.  On  the  following  day 
the  representatives  of  the  Hawaiian  producers  came 
before  the  Board,  submitting  cost  figures  and  lU'ging 
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that  the  price  of  their  raw  sugar  be  fixed  at  not  less  than 
7  cents  per  pound,  but  recommending  that  the  price  be 
fixed  at  7§  cents.  On  August  16,  the  directors  heard  the 
Louisiana  producers  who  urged  that  the  price  of  raw 
sugar  be  fixed  at  not  less  than  8  cents  per  ix>und.^ 

These  hearings  only  served  to  emphasize  what  had 
already  been  made  clear  by  the  cost  investigations  made 
by  the  Food  Administration  and  the  Tari£f  Commission. 
Tlie  Cuban  price  of  5.60  cents  per  pound  f .  o.  b.  Cuban 
ports  reflected  a  basic  price  for  raw  sugar  of  only  7.05 
cents  per  100  pounds  at  seaboard  refining  ix>ints  after 
freight,  insurance  and  duty  were  added.  The  resulting 
basic  price  for  granulated  sugar,  after  adding  the  refin- 
ing margin  of  1.54  cents,*  would  have  been  8.59  cents. 
The  price  of  7.05  cents  for  raw  sugars  might  have  been 
satisfactory  to  the  Hawaiians  who  had  asked  for  a 
TninimiiTn  price  of  7  ccnts  per  pound,  altho  they  had 
urged  a  price  of  7.50  cents  to  maintain  production,  but 
would  not  have  been  satisfactory  to  the  Louisiana 
producers  who  had  requested  a  price  of  8  cents  per 
poimd  for  their  raw  sugar.  The  price  for  refined  sugar 
of  8.59  cents  would  have  been  unsatisfactory  to  the  beet 
sugar  producers  who  had  asked  for  8.82  cents.' 

After  some  further  negotiations  with  the  Cuban  Mis- 
sion an  agreement  was  reached.  The  contract  was 
closed  on  September  13,  1918,  the  price  being  $5.50  per 
100  poxmds  f.  o.  b.  Cuban  ports.  The  Food  Adminis- 
tration annoimced  that  the  purchase  had  been  made  on 
behalf  of  the  American,  English,  French,  and  Italian 
governments,  a  departure  from  the  preceding  year's 
contract  when  the  purchase  was  made  jointly  by  the 

1  The  Porto  Ricana  did  not  send  repreeentativw  to  Waahincton  aiiioe  they  fcH  that 
any  price  basis  established  which  would  be  auitable  for  the  beet  sucar  <«  Hawaiiso 
industry  would  be  suitable  also  for  the  Porto  Rican  industry. 

*  Net  cash  basis. 

«  Ibid. 
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United  States  and  Allies  acting  through  the  Inter- 
national Sugar  Committee. 

While  the  negotiations  were  being  conducted  with 
the  Cubans,  the  question  of  the  refiners'  margin  was  also 
being  taken  up.  The  report  of  Mr.  Oscar  Straus,  who 
had  been  appointed  by  Mr.  Hoover  earlier  in  the  year 
to  investigate  the  cost  of  refining,  was  submitted  to 
the  Board  as  a  basis  for  a  decision.  Mr.  Straus  had 
reported  as  follows: 

1.  That  the  $1.30  margin  in  existence  from  January  1 
to  July  1,  1918  gave  a  fair  and  adequate  profit. 

2.  That  ''  if  conditions  should  remain  the  same  for 
the  remainder  of  the  year  no  additional  margin  would  be 
justified,  but  that  the  possibilities  of  lack  of  raw  sugar, 
increase  of  wages,  and  in  cost  of  materials,  fuel,  and 
containers  would  have  a  bearing  on  the  proper  decision.'' 

3.  ''  That  since  he  could  not  decide  upon  the  proba- 
bility of  these  contingencies  he  referred  the  settlement 
of  this  matter  to  the  Food  Administration."  ^ 

The  Board  examined  the  figures  submitted  of  increas- 
ing costs  of  labor  and  materials  and  of  the  probable 
amount  of  raw  sugar  available  for  melting  in  the  period 
August  1,  1918-December  31,  1918.  It  was  estimated 
that  the  amoimt  of  raw  sugar  available  for  refining  for 
this  period  would  be  813,676  long  tons,  an  average  of 
162,735  long  tons  per  month,  as  against  a  total  of  2,138,- 
954  tons  or  an  average  of  305,565  long  tons  per  month 
for  the  period  January  1-August  1,  1918.  As  matters 
actually  developed,  the  amount  refined  in  the  period  was 
947,128  tons  which  was  133,452  tons  above  the  esti- 
mate *  but  still  much  below  the  average  of  the  first  seven 
months  of  the  year.   The  Board  decided  that  an  increase 

>  N«WB  RdeMe,  No.  1151,  August  35. 1918. 

s  Tliit  incieiMe  over  the  ettimate  is  accounted  for  by  the  final  outturn  of  the  Cuban 
crop,  which  wm  3.444,605  long  tone  against  WiUett  and  Gray's  estimato  of  8.200.000 
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in  margin  was  justified  and  on  August  25thy  the  Food 
Administration  annoimced  that,  dating  retroactiydy 
from  August  1st,  the  new  margin  would  be  $1.45  per 
100  pounds. 

With  the  price  for  new  Cuban  crop  sugars  and  the 
refiners'  margin  decided  upon,  a  minimum  basic  price 
for  sugar  was  thus  established,  since  the  new  Cuban 
price  with  duty,  frei^t,  and  insurance  added  plus  the 
new  refiners'  margin  would  net  a  price  for  refined  sugar 
at  seaboard  points  of  8.49  cents.  This  price  would,  of 
coiurse,  have  been  unsatisfactory  to  the  domestic  pro- 
ducers, beet  and  cane,  since  this  price  was  33  caits  per 
100  pounds  below  the  price  requested  by  the  beet 
sugar  producers,  and  $1.05  per  100  pounds  below 
the  price  requested  by  the  cane  producers.  More- 
over, on  the  8.49  basis  there  would  have  been  no 
differential  accruing  to  the  Board  for  finiw^ng  the 
distribution  of  sugar. 

Accordingly  the  Board  decided  to  adopt  a  basis  of 
9  cents  for  refined  sugar  for  the  whole  coimtry  (8.82  net 
cash) ;  the  differential  of  33  cents  per  100  poimds  on 
foreign  sugars  to  be  tximed  over  to  the  treasury  of  the 
Equalization  Board.  The  whole  plan  was  then  as 
follows : 

Basic  price  for  refined  sugar,  cane  and  beet,  0 

cents  per  pound 8.82  cents  net  cash 

Refiners'  margin   1.54 

Basic  price  for  all  raw  sugars,  paid  to  the  Board 

by  refiners 7.28 

Margin  to  the  Board    33  » 

Cost  of  raw  sugar  to  the  Board   6.95 

Freight,  insurance,  and  duty 1 .45 

Basic  price  of  Cuban  sugars  f .  o.  b.  Cuba 5.50 

>  As  it  actually  turned  out  in  1010,  the  margin  was  increased  to  38  cents  owing  to 
the  elimination  of  the  war  risk  insuranoe  of  5  cents  per  hundred  pounds. 


QOVERNMBNT  CONTROL  OF  SUGAR 


699 


It  is  of  interest  to  compare,  as  in  the  following  table, 
the  various  prices  actually  obtained  by  the  producers  in 
the  different  sources  of  supply  with  the  prices  they  had 
originally  requested  and  with  the  prices  in  effect  the 
year: 


Souree  of  tupply 

Per  eent  of 
total  pre-war 
conaumDtion 

of  U.S. 
supfdiedby 
eaohaouroe 

of  eupply 

Bene 

prioee 

reQueeted 

(in  cents 

per  pound) 

prioee 

eotueUy 

obtained 

(in  cents 

per  pound) 

Baaie 

pnoes 
in  effect 
preceding 

year 

On  cents 

per  pound) 

Cuba  (raw  sugar) 

Hawaii  (raw  sugar)  

Porto  Rioo  (raw  sugar)  . . . 

United  States  beet  (refined 
susar)  ..... r ... r , 

49.8 

13.66 
8.01 
6.27 

15.97 

6.55 

7-7.5 
7-7.5 « 
8 

9 

5.50 
7.28 
7.28 
7.28 

9 

4.55 
6.005 » 
6.005^ 
6.35 

7.30 

W*"0*»*   / ......t..T. 

The  only  remaining  problem  was  to  find  a  suitable 
date  for  putting  the  new  scheme  into  operation.  Since 
the  new  crop  of  Cuban  sugars  would  not  be  available 
till  December  there  was  sufficient  time  to  work  out  all 
details  of  the  agreement  with  the  Cubans.  But  the  new 
beet  sugar  was  already  available  in  the  West  and  it  was 
essential,  particularly  in  view  of  the  scant  supplies  in  the 
coimtry,  to  make  an  agreement  with  the  beet  sugar 
producers  in  order  that  the  1918-19  crop  might  be  freely 
available  for  distribution.  Obviously,  imtil  this  agree- 
ment  was  reached  and  the  new  price  basis  established, 
beet  sugar  producers  could  not  ship  their  sugars.  To 
put  the  new  price  into  operation  immediately  involved 
having  the ''  new  domestic  crop  at  the  new  price  and  the 
old  foreign  crop  at  the  old  price  in  the  market  at  the 

>  This  price  was  increased  to  6.055  on  June  24,  1018  owing  to  the  increased  cost  of 
war  risk  insurance. 

s  No  special  price  was  requested  but  it  was  generally  understood  that  the  Porto 
Biean  producers  were  well  satisfied  with  the  price  rcQuested  by  the 
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same  time."  ^  To  avoid  this  the  Board  decided  to  par- 
chase  all  sugars  in  the  refineries  and  cane  and  beet  sugar 
mills  of  the  United  States,  including  all  sugars  in  process 
or  in  transit,  at  the  old  price  of  6.055  cents  per  pound  for 
raw  sugar  and  7.35  cents  for  r^ned  sugar  and  imme- 
diately to  resell  these  sugars  to  the  holders  at  the  new 
price  of  7.28  cents  for  raw  sugars  and  8.82  cents  for 
refined  sugars.  The  refiners  were  to  be  allowed  the  in- 
creased margin  of  15  cents  on  all  sugars  ddivered  and 
invoiced  from  August  1st  to  the  date  when  the  new  price 
was  to  go  in  ^ect.  Throu^  this  device,  the  pn^t 
^diich  would  otherwise  have  be^i  made  by  the  refiners 
and  beet  sugar'  producers  throu^  purchase  at  the  old 
price  and  sale  on  the  basis  of  the  new  jxrice,  was  to  be 
absorbed  by  the  Sugar  Equalization  Board.  The  date 
of  this  change  was  to  be  announced  at  a  future  date. 
On  September  6,  1918,  the  Food  Administration  an- 
nounced that  the  change  would  become  effective  on 
Monday  morning,  September  9.  Wholesalers  and  re- 
tailers were  warned  not  to  average  their  prices  but  to 
sell  upon  the  old  basis  imtil  their  stocks  of  the  lower 
priced  sugars  were  exhausted.  From  September  9  till 
the  end  of  the  year,  the  refiners  purchased  all  their 
sugars  from  the  Sugar  Equalization  Board  at  a  price 
of  7.28  cents  per  pound.  The  Board  absorbed  the 
di£ferential  of  1.225  cents  per  pound  between  this  price 
and  the  6.055  cents  per  poimd,  the  duty  paid  price  for 
raw  sugars  of  the  1917-18  crop. 

As  a  result  of  these  various  activities,  the  Board  drew 
revenue  from  three  general  sources: 

1.  It  obtained  a  differential  between  the  old  and  new 
price  on  the  refiners'  and  beet  sugar  manufacturers' 
inventory  of  raw  and  refined  sugar  of  September  9, 
1918. 

1  News  BckMC  No.  1151.  Ai«iMt  35, 1918. 
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2.  It  obtained  a  differential  between  the  old  and  new 
price  on  all  arrivals  of  old  crop  cane  sugars  after  Septem- 
ber 9,  1918. 

3.  It  obtained  a  differential  of  38  cents  ^  on  all  new 
crop  foreign  sugars  (which  began  to  arrive  in  December, 
1918)  between  the  duty  paid  price  of  $6.90  per  100 
pounds  for  Cuban  raws  and  the  price  to  refiners  of 
$7.28. 

The  revenue  account  of  the  Board  on  October  15, 
1918  was  as  follows:  * 

Unitbd  States  Sugab  Equalization  Boabd,  Inc.,  Rkvbnui} 

Account 

(fnm  July  1  to  October  15, 1918) 

By  cane  sugar  sales $35,611,235.00 

By  beet  sugar  sales 3,095,011.66 


$38,706,246.66 

Cane  sugar  purchases $30,471,995.79 

Refunds  on   shipments    to  Allies 

under  old  contract 626,947.66 

Beet  sugar  purchases 2,579,176.37         33,678,119.82 

$5,028,126.84 
By  bank  interest  received 18,536.84 

$5,046,663.68 

To  salaries— general  office $5,302.07 

To  salaries  —  federal  food  boards. .  219,616.70 

To  office  —  general  office 3,042.03 

To  office  expenses  —  federal  food 

boards    95,543.13  322,503.93 

Net  income  transferred  to  balance 
sheet $4,724,159.75 

>  8m  footnote,  p.  008  for  espUnation  of  ohange  from  38  oenti  to  38  cents. 

*  From  the  offieuJ  itatement  of  the  United  States  Food  Administration,  NoremlMr 
1.  1918,  No.  8,  p.  18. 
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(c)  The  Agreement  with  the  Producers  and  R^fi^ 

Once  having  disposed  of  the  price  problem  the  road 
was  cleared  for  the  execution  of  agreements  with  the 
various  producers.  The  agreement  esaUaced  into  on 
October  24,  1918  between  the  Sugar  Equalisation 
Board,  the  Cuban  Commission,  and  the  agents  (A  the 
Cuban  producers  contained  the  following  provisicHis: 

1.  Sugars  were  to  be  purchased  for  shipment  to  the 
United  States  at  the  price  of  5.88  cents  ^  per  pound 
*'  cost  and  freight/'  to  New  York  or  Philadelphia. 

2.  Sugars  were  to  be  purchased  for  shipment  to  the 
United  Kingdom,  France,  and  Italy  at  a  price  of  5.50 
cents  per  poimd  f .  o.  b.  northern  ports  or  5.45  cents  p^ 
pound  f .  o.  b.  southern  ports. 

3.  Shipments  of  sugar  were  to  be  made  inmiediately 
after  the  beginning  of  the  crop,  not  less  than  2  per  c^t 
of  the  amoimt  to  be  shipped  on  December,  1918  and  the 
remainder  in  approximately  equal  monthly  shipments 
from  January  to  November,  1919. 

4.  Provisions  were  made  in  the  agreement  for  broker- 
age, marine  insurance,  lighterage  and  so  forth. 

On  September  18,  1918  an  agreement  with  each 
individual  beet  sugar  producer  was  entered  into  by 
Mr.  Herbert  Hoover,  the  United  States  Food  Admin- 
istrator, as  had  been  done  in  the  previous  year.  The 
main  provisions  of  these  xmiform  agreements  were  as 
follows: 

1.  A  central  "  Sugar  Distributing  Committee  "  was 
created  to  ''  direct  the  distribution  of  the  beet  sugar  crop 
in  the  most  economical  and  eflBcient  method  consistent 

1  Thia  price  was  based  on  the  freight  of  .38  i  cents  per  100  pounds  from  nofth  aids 
ports,  west  of  and  including  Caibarien,  to  New  York  or  Philadelphia.  The  differentials 
between  this  freight  rate  and  the  rate  to  Boston  or  southern  pcurta  were  to  be  added 
to  or  subtracted  from  the  basic  price  of  5.88  cents. 
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with  an  equitable  distribution  of  sugar  where  needed 
ihrou^out  the  United  States/'  ^ 

2.  Every  producer  agreed  to  abide  by  the  rules  and 
directions  of  the  Sugar  Distributing  Conunittee  and  to 
sell  at  a  price  not  to  exceed  the  basic  maximum  price  of 
9  cents  per  pound  at  seaboard  refining  points. 

3.  The  Sugar  Distributing  Committee  was  em- 
powered to  make  a  final  settlement  to  individual  pro- 
ducers at  the  close  of  the  crop,  based  on  the  "  average 
net  proceeds  per  poimd  of  sugar  resulting  from  the  sale 
of  all  sugars"  >  of  the  1918-19  crop. 

An  agreement  of  the  same  character  as  that  with  the 
beet  producers  was  entered  into  by  the  Food  Admin- 
istrator and  the  Louisiana  cane  sugar  producers.  A 
committee  called  the  Louisiana  Sugar  Committee  was 
created  to  direct  the  distribution  of  Louisiana  sugar, 
under  the  supervision  of  the  Food  Administration.  The 
basic  price  for  raw  sugar  at  customary  Louisiana  refin- 
ing points  was  not  to  be  ''  greater  than  the  price  which 
may  be  foimd  to  be  just  and  fair  by  the  United  States 
Food  Administrator  and  not  less  than  the  price  of  duty 
paid  96  d^ree  Cuban  raw  sugar  delivered  at  such  re- 
fining points."  '  The  minimum  basic  price  for  Louisiana 
raws  was  thus  established  at  7.28  cents  per  pound.  The 
basic  price  for  Louisiana  refined  sugar  was  to  be  the 
price  determined  by  the  Food  Administrator  ''  under 
provisions  of  his  uniform  contracts  with  the  sugar 
refiners  of  the  United  States,  dated  October  1,  1917."  * 
For  the  Louisiana  crop  of  1918-19  this  arrangement 
meant  a  basic  net  cash  price  of  8.82  cents  per  pound. 

•  Acreement  with  the  United  Statee  Pood  Adminietntion  ■«  to  8de  and  Diatiibution 
ol  Beet  Soser  Crop,  1018-10,  p.  6. 

s  Ibid.,  p.  5. 

•  Asreement  with  the  United  Stetee  Pood  Adminietretion  ee  to  T«miiri»n>  8uc»n, 
p.  5. 

•  Ibid^  p.  3. 
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Price  differentials  were  established  in  the  agreement  for 
the  many  different  grades  of  so-called  ''  direct  c(Hh 
sumption  "  sugars  manufactured  in  Louisiana. 

An  agreement  ^  dated  October  24,  1918  was  entered 
into  between  the  Ekiualization  Board,  the  refines  of  the 
United  States,  and  the  Food  Administrator,  the  chid 
provisions  of  which  were  as^ follows: 

1.  The  refiners  agreed  not  to  purchase  any  sugar 
for  delivery  during  1919,  except  from  the  EkiualisatiaD 
Board.* 

2.  The  allocation  of  sugar  to  the  different  refineries 
was  to  be  based  on  a  percentage  scale  which  was  meat- 
porated  in  the  agreement. 

3.  An '' American  Refiners' Committee  "  was  created 
to  direct  the  distribution  to  the  refineries  of  the  sugar 
obtained  by  the  Equalization  Board. 

4.  The  refiners  agreed  to  sell  all  thdr  refined  sugar  at 
a  price  not  to  exceed  1.54  cents  per  pound  above  the 
price  paid  for  raw  sugar  to  the  Ekiualisation  Board. 

5.  The  Equalization  Board  agreed  to  supply  the  re- 
finers with  their  requirements  of  raw  sugar  for  1919  at  a 
price  of  7.28  cents  a  pound. 

6.  In  event  of  a  decrease  in  the  price  of  sugar  in  1919 
the  Board  agreed  to  pay  the  refiners  the  amoimt  of  thdr 
loss ;  in  the  event  of  an  increase  in  the  price  of  sugar,  the 
refiners  agreed  to  pay  the  Board  the  amount  of  their 
gain. 

>  The  Federal  Sugar  Refininc^Co.  felt  that  this  oontraet  with  the  refiner*  mi^  eoe- 
■titute  a  violation  of  the  Sherman  Anti-Truat  Act.  The  Food  AdminietratloD  therefore 
requested  the  opinion  of  the  Attorney-General  who,  in  a  atatement  iaaoed  Jannaiy  9, 
1018.  upheld  the  legality  of  the  contract. 

s  Except  such  sugars  of  the  1017-18  crop  as  were  provided  for  under  the 
of  the  previous  year  and  Hawaiian  sugars  eontraeted  for  by  aotne  of  the 

fineries. 
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(d)  Solution  of  the  Problems  Relating  to  Supply  and 

Distribution 

The  Food  Administration  began  activities  aiming  at 
an  ^ective  control  of  distribution  in  the  spring  at  1918. 
On  May  4,  it  announced  ^  that  all  manufacturers  using 
sugar,  with  the  exception  oflihose  making  essential  food 
products,*  were  to  be  restricted  to  80  per  cent  of  the  pr^ 
ceding  year's  requirements.  Manufacturers  who  began 
business  or  enlarged  their  capacity  after  April  1,  1918, 
also  all  manufacturers  of  non-edible  products  with  cer- 
tain exceptions/  were  to  receive  no  allowances  of  sugar. 
The  restrictions  were  to  be  made  effective  through  the 
use  of  a  certificate  system  controlled  by  the  federal 
Food  Administrators  of  each  state  who  were  to  issue 
certificates  to  all  manufacturers  upon  receipt  of  sworn 
statement  as  to  requirements.  No  sugar  manufacturer 
or  distributor  was  to  deliver  sugar  to  any  one  without 
first  receiving  certificates.  All  these  regulations  were  to 
apply  to  the  period  from  May  15  to  July  1.  On  Jime  1, 
1918,  the  Food  Administration  announced  ^  ''  that 
manufacturers  who  now  have  on  hand  sugar  that,  when 
added  to  the  amount  already  used  this  year,  will  bring 
their  quotas  above  80  per  cent  of  the  amoimt  used  from 
January  to  July,  1917,  must  turn  over  the  excess  to  their 
administrators  at  once,  or  be  prosecuted  as  hoarders." 

The  second  step  in  the  process  of  obtaining  control 
over  sugar  consumption  was  the  division  of  all  users  of 
sugar  into  five  classes,  denoted  as  A,  B,  C,  D,  and  E. 
Class  A  comprised  all  non-essential  industries.    These 

>  News  BdeMe,  No.  016. 

*  Indoded  under  this  head  were  commercial  fruit  preeervera  and  packers  of  ▼««»- 
lableB*  milk  oondenaariea,  jam  manufacturers,  and  ice  cream  manufacturers  (to  enooor- 
a^  maintraanoe  of  milk  production). 

*  These  ezceptioos  were  manufacturers  of  tobacco,  exfdloaives  and  drugs. 
«  News  Release,  No.  085. 
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were  to  be  restricted  for  the  period  July  1-September  30 
to  50  per  cent  of  their  consumption  in  the  corresponding 
months  of  1917.^  Class  B  included  all  the  industries 
using  sugar  for  preserving  and  canning  fruits  and  veg^ 
tables,  that  is,  the  essential  food  industries.  These 
were  to  be  allowed  their  full  needs.  Class  C  included  all 
public  eating  places  r^ularly  serving  25  persons  or 
more.  These  were  to  be  allowed  3  pounds  of  sugar  for 
every  90  meals  served  in  the  third  quarter  of  1917.^ 
Class  D  included  all  manufacturers  of  baked  goods,  who 
were  to  receive  70  per  cent  of  the  1917  consumptioiL 
Finally,  Class  E  included  retailers  and  all  dealers  selling 
sugar  for  direct  consumption,  who  were  to  be  allotted 
their  requirements  based  on  3  poimds  per  customer 
per  month.  This  plan,  directed  from  Washington,  was 
put  into  operation  by  the  state  Food  Administrators 
through  the  use  of  certificates.  The  retail  grocer  and 
the  other  classes  of  businesses  described  above  received 
from  their  state  Food  Administrators  ''  Sugar  Distri- 
bution Certificates  "  of  different  quantitative  denomina- 
tions covering  their  sales  of  sugar  to  different  types  of 
customers.  These  certificates  passed  from  retailer  to 
wholesaler  and  from  wholesaler  to  refiner  or  beet  sugar 
manufacturer,  unless,  of  course,  the  retailer  bought 
directly  from  the  refiner  or  manufacturer  of  sugar.  The 
refiner  or  manufacturer  then  returned  these  certificates 
to  the  state  Food  Administrators  who  had  issued  them. 
The  whole  plan  thus  involved  the  creation  of  a  clerical 
staff  in  each  state  to  attend  to  the  issue  and  cancellation 
of  certificates  and  a  considerable  expense  was  thus  im- 
posed upon  the  oflSces  of  the  state  Food  Administrators. 
This  expense  was  assiuned  by  the  United  States  Sugar 

1  Manufacturers  of  milk  chocolate,  however,  could  use  75  per  cent  of  the  amoont  of 
sugar  used  during  the  third  quarter  of  1917  for  oondenaed  milk. 

'  The  month  of  Juoe,  1018  oould  be  used  as  a  basis  instead  of  the  third  quarter  of 
1917. 
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Elqualization  Board  when  it  undertook  the  control  of 
the  enth'e  plan  shortly  after  its  incorporation.  One  of 
the  directors  of  the  Board,  Mr.  George  A.  Zabriskie,^ 
had  already  been  appointed  to  take  charge  of  the  whole- 
sale and  retail  sugar  distribution  for  the  United  States 
Emd  the  Board  assumed  financial  control  as  well. 

The  whole  scheme  imder  the  Board's  jurisdiction 
w'orked  out  about  as  follows: 

1.  The  President  of  the  Board  constantly  communi- 
cated with  the  Cuban  Producers'  Ck)mmittee  and  with 
the  Allies  through  the  oflSces  of  the  International  Sugar 
Committee  *  and  determined  the  amoimt  of  the  Cuban 
1917-18  crop  available  for  distribution  to  the  United 
States  after  the  Allied  requirements  had  been  met. 
From  the  Statistical  Departments  of  both  the  Inter- 
national Sugar  Committee  and  the  United  States  Food 
Administration  and  from  representatives  in  each  local- 
ity, he  received  information  as  to  the  amoimt  of  sugar 
Sivailable  from  other  than  Cuban  sources  of  supply  — 
Porto  Rico,  Hawaii,  Philippines,  etc.  The  Army  and 
Navy,  the  Red  Cross,  the  Belgian  Relief,  the  Y.M.C.  A., 
Knights  of  Columbus,  and  other  relief  organizations 
suivked  him  of  the  amoimt  of  sugar  they  would  require 
smd  finally  the  United  States  Shipping  Board  advised 
\nin  of  the  amount  of  shipping  tonnage  that  could  be 
utilized  to  transport  sugar  to  the  United  States.  It  was 
thus  possible  to  approximate  the  amount  available  for 
siviUan  sugar  distribution  in  the  United  States  for  each 
nonth. 

2.  A  scheme  of  equitable  allocation  to  individual 
states  was  then  worked  out  based  on  the  population  of 

*■  Bir.  Zftbridde  had  been  in  charge  of  flour  distribution  and  on  June  25,  1018  the 
food  Adminietration  announced  that  both  flour  and  aucar  wholeeale  and  retail  distribu- 
ion  woold  be  attended  to  from  hie  office  aa  the  diatribution  dxviaion  of  the  Food  Ad- 


s  Una  waa  the  organisation  ereated  in  December,  1917  to  aUoeate  the  1017-18 
>dban  erop  among  the  AUied  goremmenta  and  to  the  rmriom  leAneft  of  the  United 
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each  state,  the  nonnal  needs  of  each  state  ^  and  the 
nonnal  sugar  deUveries  into  each  state.* 

3.  Each  state  Food  Admmistrator  then  was  notified 
as  to  the  amount  available  for  distribution  for  hk 
state  each  month  for  all  civilian  purpoees.  Hie  detaSs 
of  the  distribution  within  the  state  mider  the  certificate 
scheme  were  left  to  the  discretion  of  the  state  Food 
Administrator. 

By  virtue  of  agreements  entered  into  by  the  Food 
Administrator  with  the  Louisiana  sugar  producers  and 
the  beet  sugar  manufacturers,  central  distributing  com- 
mittees were  created  to  handle  the  distribution  of  the 
new  crop  domestic  sugars  under  the  direction  of  the 
Sugar  Ekiualization  Board  in  accordance  with  require- 
ments for  an  economic  and  equitable  distribution  for  the 
country  as  a  whole,  while  through  the  agreement  with 
the  cane  sugar  refiners,  the  Board  was  able  to  direct  the 
movement  of  sugars  leaving  the  refineries.  Thus  it  was 
possible  to  move  sugars  at  any  one  time  from  regions  of 
plenty  to  regions  of  scarcity,  any  imusual  expenses  in- 
curred in  such  movements  being  met  out  of  the  funds  of 
the  corporation.  In  practical  operation  it  was  found 
essential  to  divide  the  coimtry  into  zones  of  distribution, 
each  zone  being  supplied  from  the  nearest  and  most 
effective  sources  of  supply.' 

The  scheme  as  outlined  above  was  extremely  efifective 
in  the  creation  of  a  rigorous  yet  elastic  control  over 
sugar  consumption  and  distribution.  The  sugar  ration 
for  household  use  and  the  allowances  to  the  various  in- 

i  Including  the  requirements  of  its  industries  as  determined  from  statistioal  inresti* 
gation  by  the  state  Food  Admimstrators. 

>  As  reported  by  refiners  and  beet  sugar  manufacturers  to  the  Food  Administntkm. 

*  The  rules  and  regulations  issued  from  time  to  time  to  beet  sugar  factories,  refinen, 
and  Louisiana  producers  relative  to  distribution  are  too  many  to  discuss  in  detail  here. 
Briefly,  however,  the  general  plan  was  to  increase  the  territory  of  the  beet  sugar  produeen 
as  increased  beet  sugar  supplies  became  available  while  at  the  same  tinoe  decreasing  the 
territory  in  which  cane  sugar  refiners  or  Louisiana  producers  could  aell  their  iugan* 
thus  husbanding  the  available  supplies  in  regions  of  greater  reUtave  soarcity. 
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dustries  were  changed  from  time  to  time  as  the  outlook 
for  available  supplies  and  shipping  tonnage  changed. 
Thus  for  the  period  from  August  1  to  November  1  the 
household  ration  was  fixed  at  2  poimds  per  person  per 
month  while  for  November  it  was  increased  to  3  pounds. 
The  signing  of  the  armistice  made  it  imnecessary  to 
ccmtinue  rigid  control  and  the  certificate  scheme  was 
abandoned  on  December  1, 1918.  More  drastic  restric- 
tions of  non-essential  industries  were  contemplated 
from  November  1  on,  some  of  which  were  put  into 
effect  for  November,  but  the  signing  of  the  armistice 
rendered  such  action  unnecessary. 

Many  estimates  have  been  made  of  the  reduction  in 
Bogar  consumption  brought  about  in  the  four  months  of 
complete  control,  July-October,  1918,  through  the  plan 
of  restriction  outlined  above.  Such  attempts  are  of 
Utile  vahie,  first,  because  there  are  no  accurate  or 
rdiable  statistics  of  consumption  in  previous  years, 
secondly,  because  such  statistics  as  are  available  do  not 
relate  to  actual  consumption  by  consumers  but  to  de- 
liveries of  sugar  from  manufacturers  or  refiners  to  the 
distributing  trade.  Moreover,  no  one  can  tell  what  the 
consumption  would  have  been  without  rigid  restrictions 
at  a  time  when  the  demand  for  sugar  was  great  in 
all  directions  owing  to  the  general  economic  prosperity 
and  the  relatively  low  price  of  sugar  as  compared  with 
other  foods. 

The  imperative  need,  as  stated  above,  was  not  the 
restriction  of  consumption  to  some  particularly  low 
pomt  but  the  creation  of  some  scheme  of  restriction 
which  could  be  made  to  respond  to  the  changing 
eonditions  of  supply  and  tonnage.  This  the  Food  Ad- 
ministration accomplished  without  question  since  each 
*  state  could  only  obtain  as  much  sugar  as  was  allotted  to 
it  and  the  problem  of  sugar  distribution  thus  became  a 
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matter  of  routine  hookkeeping  mei^.  Had  the  war 
continued  another  year  it  mi^t  have  been  advisable  to 
embaiic  on  a  pdicy  of  restriction  of  conflmnption,  as  a 
measure  of  eccmomy  of  hixjr  power,  diq^Hng  tonnaffi, 
and  fudy  and  in  that  case,  the  Food  Administration 
would  have  had  the  machin^y  for  the  purpose  ready. 
HappSjj  however,  the  war  ended  and  it  was  unneoessaiy. 

IV.  Conclusion 

It  win  be  noted  that  the  signing  of  the  armistice  in 
November  came  but  a  few  months  after  the  various 
agreements  with  the  produces,  the  cieatioii  of  a  new 
price  basis,  and  the  establishment  of  an  effective  con- 
trol of  distributicHi.  SuflSkaent  time  had  dapeed,  how- 
ever, to  prove  the  practicability  and  soundness  of  the 
plan  of  dealing  with  all  sugar  problems  throu^  a 
government  corporation. 

An  evaluation  (rf  the  activities  and  pcAcies  of  the  Food 
Administration  in  dealing  with  sugar  problems  can 
hardly  be  attempted  without  going  far  afield  into  a 
criticism  of  the  general  policies  of  the  Food  Administra- 
tion as  applied  to  all  commodities.  Such  a  criticism  is 
beyond  the  scope  of  this  paper  but  it  is  necessary  to  note 
that  considerations  such  as  the  relative  food  value  of 
sugar  in  the  nutritional  intake  of  the  nation,  the  in- 
ad\isability  of  incurring  economic  friction  and  popular 
discontent  in  an  attempt  to  ciub  consumption  throu^ 
drastic  compulsory  measures,  and  the  inadvisability  of 
disturbing  ordinary'  channels  of  trade  and  normal  com- 
mercial practice  in  view  of  a  possible  sudden  termination 
of  the  war  were  factors  of  great  importance,  consciously 
or  imconsciously,  in  determining  the  policies  of  the  Food 
Administration.  It  is  only  possible  in  this  paper  to  note 
the  important  economic  effects  of  government  control  of 
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sugar,  first,  the  effect  on  production,  second,  the  effect 
on  prices. 

The  Cuban  crop  of  1917-18,  which  was  the  first  crop 
produced  under  an  agreement  with  the  Food  Adminis- 
tration was  3,446,083  ^  long  tons  or  422,363  tons  greater 
than  the  preceding  Cuban  crop  which  was  the  largest 
crop  up  to  that  year,  and  the  present  year's  crop  pro- 
duced imder  agreement  with  the  United  States  Sugar 
Equalization  Board  is  estimated  at  4,000,000  long  tons, 
or  about  554,000  tons  greater  than  even  the  previous 
record  crop. 

The  beet  sugar  crop  of  the  United  States  of  1917-18, 
the  beets  of  which  were  planted  in  the  spring  of  1917 
before  Food  Administration  activities  began,  was  765,- 
207  short  tons,'  representing  a  decline  of  55,450  tons 
from  the  previous  year's  high  record  but  49,000  tons 
above  the  pre-war  average.  The  beet  sugar  crop  of 
1918-19  which  was  produced  imder  direct  encourage- 
ment of  the  Food  Administration  as  explained  above 
was  765,063  tons,  practically  equivalent  to  the  preceding 
crop.  The  Louisiana  cane  crop '  was  243,600  short  tons 
in  1917  as  against  303,900  short  tons  in  1916  and  a  pre- 
war average  of  229,000  tons,  but  in  1918  it  rose  to 
263,450  short  tons.  The  Porto  Rican  and  Hawaiian 
crops  show  slight  decreases  for  the  last  two  years.  The 
combined  production  in  those  sources  of  supply  afifected 
by  government  control  increased  206,000  long  tons  in 
1917-18  over  1916-17,  and  1,301,000  tons  over  the  pr^ 
war  average,  and  in  1918-19  increased  586,000  tons  over 
the  1916-17  and  1,867,000  tons  over  the  pre-war  average. 
Whether  or  not  the  Food  Administration  was  respon- 
sible for  all  of  this  increase,  it  is  difficult  to  determine, 

>  FSsoTM  for  CubMi  prodaetion  from  Willett  and  Qray't  Weekly  SUtisticftl  Sucar 
Joonial,  June  13,  1010,  p.  268. 

■  Crop  Reporter,  April,  1010. 

•  lUd.,  Jumary.  1010. 
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but  it  certainly  cannot  be  seriously  maintained  in  view 
of  these  statistics  that  the  Food  Administration  policies 
tended  to  discourage  production. 

The  facts  as  to  prices  are  no  less  significant.  In  order 
to  obtain  this  larger  production,  was  the  American  con- 
sumer forced  to  pay  an  abnonnally  high  price  ?  Hie 
retail  price  of  sugar  increased  from  an  average  of  8  cents 
per  pound  in  the  year  1916  to  9.3  cents  per  pound  in 
1917  and  9.7  in  1918.  Since  the  per  capita  consumption 
of  sugar  in  the  United  States  was  about  79,  78  and  73 
pounds  in  1916,  1917,  and  1918  respectively,  including 
sugar  used  in  all  manufactured  articles,  the  per  capita 
cost  of  sugar  amounted  to  $6.32  in  1916,  $7.25  in 
1917  and  $7.08  in  1918,  an  increase  of  14.7  per  cent  in 
1917  over  1916  and  12  per  cent  in  1918  over  1916.  The 
total  sugar  consumption  of  the  United  States  for  tbeee 
three  years  amounted  to  about  3,658,607  tons,  3,683,599 
tons  and  3,495,606  tons  ^  so  that  the  sugar  bill  of  the 
nation  was  about  $665,622,000  in  1916,  $767,367,000  in 

1917  and  $759,525,000  m  1918. 

Yet  altho  the  retail  price  of  sugar  increased  only  21 
per  cent  and  the  per  capita  cost  only  12  per  cent  from 
1916  to  1918,  the  beet  farmers  of  the  United  States  re- 
ceived an  average  price  of  $10.00  per  ton  for  beets  in 

1918  as  against  $6.12  in  1916,^  an  increase  of  63  per  cent, 
while  beet  sugar  manufacturers  received  an  average  of 
$8.12  per  100  pounds »  m  1918  as  compared  with  $6.98 
in  1916,  an  increase  of  16  percent.  Similar  increases 
were  obtained  by  the  American  refiners,  the  Louisiana 
sugar  producers,  the  Cubans,  Hawaiians,  and  Porto 
Ricans  in  accordance  with  their  increasing  respective 
costs. 

>  In  long  tons  from  Willett  and  Oray*t  Weekly  SUtistieal  SugMr  JoonuJ. 

«  Crop  Reporter,  April*  1919. 

*  Calculated  from  figures  of  TVuman  G.  Palmer,  "  Conoeniiiig  Sugar,**  p.  48. 
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The  statistical  evidence  at  hand  indicates,  therefore, 
that  the  American  consumer  did  not  pay  for  all  the  in- 
crease in  costs  of  production  of  sugar,  nor  did  he  pay  a 
premium  for  the  increased  production  that  resulted 
during  government  control.  The  general  conclusion, 
to  be  drawn,  both  from  the  viewpoint  of  production 
and  the  viewpoint  of  prices,  is  that  government  control 
of  sugar  during  the  war  was  a  decided  success. 

Joshua  Bernhabixt. 

JOONS  HOFKIMB  UniYBBSITT. 
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WALSH'S  THE  CLIMAX  OF  CIVILIZATION: 
SOCULISM;  AND  FEMINISM  ^ 

These  three  books  may  not  improperly  be  called  volumes 
I,  II,  and  III,  of  the  same  work.  In  the  preface  to  volume  I 
the  author  says: 

Standing  by  itself,  the  present  work  is  offered  as  a  new  expodtioD 
of  the  cyclical  theory  in  the  philosophy  of  history.  It  attempts  to 
describe  the  course  ^liiich  all  civilisations  naturally  run,  and  to  locate 
our  position  in  the  cycle  of  our  civilisation.  This  position  is  shown  to 
be  one  near  the  top,  or  climax,  and  to  contain  premonitioiis  of  dis- 
integration and  decline.  The  purpose  of  the  work  is  to  point  out 
these  germs  of  decay,  and  to  emphasise  the  need  of  guarding  agunst 
fomenting  and  cherishing  them.  The  two  most  compreheDsiTe 
sources  of  trouble  are  the  subjects  of  the  two  succeeding  works. 

The  symptoms  of  our  near  approach  to  the  climax,  or  of 
our  having  already  passed  it,  the  author  observes  from  seven 
points  of  view,  namely:  (1)  the  military  art;  (2)  economics; 
(3)  population;  (4)  morality;  (5)  the  fine  arts,  literature  and 
jurisprudence;  (6)  religion,  and  (7)  government.  In  each 
field  of  activity  he  observes,  at  least  among  peoples  who  have 
amounted  to  anything,  a  regular  cycle  from  the  strenuous, 
heroic,  and  masculine  virtues  of  primitive  life,  up  throu^ 
conditions  of  power  and  prosperity,  followed  by  the  feminine 
virtues  of  softness,  gentleness,  sympathy  and  elegance,  and 
then  downward  through  enervation,  ease,  imwillingness  to 
endure  hardship,  overconsumption,  and  decay. 

In  the  field  of  economics,  his  cycle  reminds  one  of  E.  V. 
Robinson  ^s  remark  that  when  production  exceeds  consump- 
tion, there  is  progress;   when  consumption  exceeds  produc- 

I  The  Climax  of  avilisation,  pp.  150.  $1^;  SooUliam,  pp.  109.  $1.50;  Femimim. 
pp.  393,  $2.50.    By  Correa  Moylan  Wabh.    New  York,  SturgiB  and  WalUm.    1917. 

714 


REVIEW  716 

tion,  there  is  retrogression;  ^  tho  he  goes  more  into  detail.  In 
the  field  of  morals  he  says,  page  31  of  volume  I: 

Because  of  the  need  at  first  of  contention,  the  virtues  most  dwelt 
upon,  when  intelligent  observation  was  turned  toward  them,  were 
the  masculine  virtues  of  fortitude,  temperance,  wisdom,  and  justice. 
But  with  the  advent  of  the  long  peace  and  the  coming  into  promi- 
nence of  women,  taking  the  place  of  those  stem  virtues  another  set 
of  mild  ones  come  to  the  fore  —  the  feminine  virtues  of  patience, 
purity,  faith,  and  affection. 

Again,  on  pages  32  and  33 : 

By  now  the  old  intuitive  morality  has  given  way  before  a  ration- 
alising science  of  ethics,  which,  rejecting  the  old  stand-bys  as  too 
lou^,  experiments  with  all  sorts  of  new  theories,  and  even  with 
many  which  experience  has  long  ago  disproved.  More  attention  is 
paid  to  the  welfare  of  individuals  than  to  the  welfare  of  the  whole 
society  or  race,  and  still  less  to  its  perpetuation,  especially  if  each 
individual  believes  himself  immortal.  .  .  .  Accompanying  this 
change  come  new  ideas  about  a  general  equality  of  the  sexes;  for 
women  are  equal  to  men  in  the  point  of  view  now  emphasized  —  the 
capacity  to  enjoy  and  to  consume.  .  .  .  With  the  breaking  down  of 
competition,  Uiere  is  less  striving  within  each  state  as  well  as  be- 
tween states,  until  at  last,  with  the  diminution  of  production, 
especially  if  accompanied  by  exhaustion  of  the  sources,  a  new  period 
of  hard  times  sets  in,  which  generates  strife  again,  but  finds  the  more 
civilised  peoples  mostly  unfit  for  it,  and  most  likely  to  give  way 
before  the  less  civilised. 

The  author  finds  that  feminism  is  only  a  part  of  socialism, 
tho  he  says  that:  "Feminism  may  be  advocated  without 
socialism  —  without  the  whole  of  which  it  is  a  part." 

The  significance  of  these  volumes,  however,  is  not  to  be 
found  in  the  views  they  set  forth,  but  in  the  wealth  of  learning 
and  the  discriminating  judgment  which  they  display.  The 
author  shows  himself  to  be  a  real  student,  with  a  penetrating 
mind  which  can  see  through  the  ordinary  claptrap  of  popular 
philosophy  which  has,  unfortunately,  sometimes  been  im- 
ported into  the  proceedings  of  learned  societies. 

The  appearance  of  a  cycle  of  growth  and  decay  in  national 
as  in  the  individual  life  has  long  been  a  puzzle.   There  seems 

>  GL  **  War  and  Eoooomica,"  Political  Sdenoe  Quarterly,  toI.  zt,  p.  681. 
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to  be  no  such  physical  necessity  for  the  decay  of  a  civilization 
as  is  found  for  the  decay  of  a  biological  organism,  but  thoe 
are  undoubted  tendencies  in  the  same  direction.  The  veiy 
success  of  a  race  or  a  nation  in  building  up  a  civilisation  seems 
to  predispose  it  toward  those  habits  which  necessarily  bring 
decay.  The  individual  who  has,  by  hard  work  and  frugality, 
built  up  a  fortune  by  producing  more  than  he  consumes  will 
be  difficult  to  convince  that  he  should  not  stop  working  and 
begin  to  enjoy  what  he  has  accumulated.  The  difficulty  will 
be  increased  with  each  generation  of  his  heirs.  Yet,  nothing 
is  more  mathematically  certain  than  the  conclusion  that  if 
they  do  yield  to  this  temptation,  their  consumption  will  soon 
exceed  their  production.  If  this  tendency  shows  itself  in  the 
nation  at  large,  it  is  equally  certain  that  national  wealth  will 
thenceforward  decline. 

Again ,  even  tho  there  are  multitudes  of  people  left  in  a  state 
of  poverty,  the  sight  of  so  much  wealth  in  tiie  possession  of 
other  people  will  lead  them  to  consider  the  cold-blooded  ques- 
tion whether  it  would  not  be  more  profitable  to  try  to  rob 
them  than  to  work  for  themselves.  The  sight  of  a  con- 
spicuously rich  territorial  group  has  never  failed  to  arouse 
the  cupidity  of  neighboring  groups,  provided  the  latter  were 
strong  enough  to  attempt  inroads.  Similarly,  the  sight  of  a 
conspicuously  rich  class  does  not  fail  to  arouse  an  equal 
cupidity  in  the  minds  of  other  classes  in  the  same  territory 
whenever  the  latter  feel  strong  enough  to  defy  the  laws  of  the 
land  and  make  incursions  over  the  class  border.  They  who 
do  not  understand  or  appreciate  this  tendency  in  human  na- 
ture will  never  have  a  very  full  understanding  of  the  social 
problems  of  the  present  day.  A  careful  reading  of  these  three 
volumes  should  help  the  reader  to  such  an  understanding. 

T.  N.  Cabvkb, 
Habvard  UNiYEBsrrr. 
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ONE  OF  THE  PHYSICAL  FOUNDATIONS  OF 

ECONOMICS 

So  many  attempts  have  been  made  to  resolve  economics 
into  a  psychological  science  as  to  make  it  seem  advisable  to 
call  attention,  in  some  detail,  to  some  of  the  physical  factors 
which  are  likely  to  remain  unaffected  by  psychological 
changes,  even  assimiing  that  these  psychological  changes  are, 
first,  possible,  and  second,  desirable.  Some  of  these  physical 
factors  are  so  fundamental  as  to  give  character  to  the  science 
of  economics  imder  all  possible  conditions.  It  seems  probable 
that,  so  far  as  these  ph3r8ical  factors  can  be  ascertained,  they 
would  have  to  be  reckoned  with  imder  any  form  of  social  or- 
ganization, and  with  any  institutional  backgroimd.  In  cer- 
tain respects,  therefore,  communism  and  capitalism,  socialism 
and  individualism,  would  look  very  much  alike  if  they  ever 
got  into  working  condition,  because  they  would  have  to  meet 
certain  permanent  and  unchangeable  conditions. 

It  is  obvious  that  the  prime  factors  of  production  are  but 
two  in  number,  nature  and  man.  There  is  no  reason  why  we 
cannot  extend  this  assertion  to  the  other  departments  of 
economics,  and  in  fact  to  all  the  other  fields  whose  objects  are 
the  goal  of  human  research.  Production  requires  relations 
between  the  various  parts  of  nature,  between  man  and  nature 
and  between  the  various  types  of  men.  Whatever  be  the 
relations,  there  are  only  these  two  terms  implied,  man  and 
nature.  When  economics  uses  these  terms,  it  must  assimie 
their  essential  characters,  their  reactions,  and  their  inter- 
actions, as  discovered  by  the  different  departments  of  positive 
science.   Economics  assumes  these  discoveries,  for  it  is  not  the 
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business  of  the  economist  to  engage  in  physical  and  biological 
research,  except  in  so  far  as  the  scientist  has  not  concerned 
himself  with  the  phenomena  which  are  of  interest  to  the  econ- 
omist. All  this  may  appear  to  be  a  truism,  and  yet  it  has  not 
infrequently  been  forgotten.  As  B5hm-Bawerk  says  at  the 
beginning  of  his  Positive  Theory,  even  those  economists  who 
preface  their  works  with  statements  of  ph3rsical  fact,  soon 
forget  their  declarations;  these  statements  are  mere  orna- 
ments; having  no  connection  with  the  rest  of  the  work.  Now 
and  then  there  appears  one  who  insists  upon  a  firm  f  otmdation 
before  further  investigation. 

There  are  certain  facts  concerning  production  which,  as 
Mill  remarks,  are  true  whether  we  Uke  them  or  not,  because 
they  are  inherent  in  the  natiure  of  physical  things.  (1)  The 
law  of  diminishing  returns  is  based,  as  I  shall  tiy  to  show, 
upon  chemistry  and  physics,  and,  like  certain  chemical  and 
ph3r8ical  laws,  is  capable  of  being  reduced  to  a  phase  of  the 
law  of  probabilities.  (2)  The  primary  advantages  of  a  divi- 
sion of  labor  are  not  due  to  any  preference  of  ours,  or  to  the 
institutions  that  we  have  seen  fit  to  adopt.  (3)  TheRicardian 
law  of  rent  is  based  upon  physical  variations  in  land  as  well  as 
upon  diminishing  returns  from  land  of  a  given  grade.  (4)  The 
laws  of  population,  while  in  part  psychological,  have  still  a 
substantial  physical  and  physiological  basis  and  (5)  physiol- 
ogy>  ^  well  as  psychology  plays  a  large  part  in  determin- 
ing the  laws  of  consumption.  In  a  general  and  fundamental 
sense,  there  are  certain  ways  of  doing  things  that  are  more 
economical  than  others  regardless  of  social  or  legal  institu- 
tions, and  of  popular  philosophies,  fashions,  etc. 

The  law  of  diminishing  returns  probably  has  more  ramifi- 
cations in  the  field  of  economics  than  any  other  single  general- 
ization, therefore  I  shall  elaborate  this  law  as  a  sample  of  the 
physical  laws  which  underlie  the  science  of  economics.  This 
law  has  been  the  object  of  attack  especially  of  those  whose 
interest  in  economics  is  secondary  to  their  interest  in  social 
reform.  It  is  therefore  most  important  for  us  to  distinguish 
carefully  between  the  law  itself  and  any  conclusions  that  may 
have  been  drawn  from  it  thus  far,  whether  right  or  wrong. 
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From  the  older  treatises  on  economics,  the  impression  is 
given  that  diminishing  returns  is  applicable  only  to  the  special 
case  of  agricultm^.  It  is  due  particularly  to  Professor  Carver 
that  this  law  has  become  more  general,  and  made  applicable 
to  any  group  of  factors  in  production.  He  has  insisted  that 
this  is  no  fleeting  social  phenomenon,  but  is  a  fact  which  has 
its  roots  in  physics  and  chemistry.  It  is  perhaps  impossible 
to  trace  all  the  manifestations  of  this  law  to  any  one  all- 
inclusive  cause,  but  there  is  reasonable  ground  to  suppose  that 
it  is  traceable  in  great  part  to  one  fact  which  permeates  all 
branches  of  science  and  even  all  activities  of  life.  In  the 
following  attempt  at  a  scientific  explanation  of  this  law,  the 
procedure  will  be  from  the  abstract  to  the  concrete. 

Let  us  take  any  fixed  number  of  entities  of  a  particular 
type  which  we  may  call  x;  then  let  us  add  to  this  successively 
increasing  quantities  of  another  t3rpe  of  entity  which  we  may 
call  y.  Every  time  an  addition  is  made  let  all  the  entities 
be  paired  ofif  indiscriminately.  Concerning  the  character  of 
the  resulting  pairs  as  the  number  of  y  entities  is  increased,  we 
can  lay  down  this  general  proposition,  that  the  number  of 
mixed  pairs,  those  composed  of  an  x  and  a  y,  will  increase  as 
successive  increments  of  y  are  added,  but  this  increase  in  the 
number  of  mixed  pairs  will  not  be  proportional  to  the  increase 
in  the  number  of  y  entities;  the  ratio  of  increase  will  be  a 
diminishing  one. 

Let  us  next  consider  this  case  quantitatively.  Suppose  the 
number  of  x  entities  be  5,  and  the  number  of  y  entities  added 
to  this  vary  from  1  to  infinity.  If  ly  is  added  to  the  5x,  there 
will  be  3  pairs  of  which  1  pair  is  certain  to  be  mixed.  In  this 
case  an  addition  of  ly  gave  us  a  product  of  one  mixed  pair, 
which  is  both  the  most  and  the  least  that  can  be  expected. 
In  mathematical  language,  the  probabiUty  is  here  certainty, 
in  practical  language  we  have  100  per  cent  efficiency.  If  now 
we  add  2y  to  5x,  there  will  be  a  total  of  3  pairs,  of  which  we 
may  have  a  maximum  of  2  and  a  minimum  of  0  mixed  pair, 
but  the  probable  number,  or  the  average  in  the  long  run,  will 
be  something  less  than  two  mixed  pairs  but  more  than  one. 
Thus  by  adding  ly  we  have  not  increased  the  number  of  mixed 
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paiisbyl,  but  by  something  lesB  than  1;  whereas  i 
case  an  addition  of  ly  gave  a  certain  result  of  1  m 
Continuing  in  this  way  we  find  that  if  we  increase  tl 
of  y  up  to  infinity,  the  greatest  probable  number 
pairs  will  be  something  less  than  5.  The  following  i 
make  this  clearer: 


poHible  of«Mh] 

munberof  Pnlwble umBbcr        stole 

No.ofs  No.ofyx      mixed  p«in  of  niaDBd  ptiis 

5  111  KM 

5  3                  3  2.U                    71 

5  5                  5  2.78                    56 

5  7                  5  3.18                    4fl 

5  9                  5  3.46 

5  11                 5  3.67 

5  21                 5  4.20 

5  05                 5  4.80 

5  995               5  4.97 

5  999995         5  4.999998 


It  will  now  be  apparent  to  those  who  know  mal 
that  the  above  is  only  an  application  of  the  theoiy 
bility.  Here  pure  probability  alone  was  assumed, 
concrete  cases  of  pure  probability  can  be  foimd,  for 
in  games  of  chance.  Suppose  we  take  5x  as  meani 
cards,  and  the  various  quantities  of  y  as  meaning 
black  cards.  If  increasing  quantities  of  black  ca 
mixed  with  a  fixed  quantity  of  red  cards,  and  if  t 
pack  were  then  dealt  out  in  pairs,  the  probable  ni 
mixed  pairs  and  the  probability  of  each  black  card  i 
red  card  would  work  out  in  every  case  in  the  mai 
described. 

Let  us  take  a  still  more  concrete  case.  If  in  a  cerl 
munity  there  were  a  thousand  women  all  of  marriage 
and  all  desiring  to  be  married,  and  if  in  this  same  oa 
there  were  only  one  man  of  marriageable  age  also  di 
be  married,  and  if  fmthermore  polygamy  were  prohil 
probability  that  this  one  man  would,  within  a  mi 

>  Only  odd  numbers  of  y  mmy  be  taken,  otberwiae  all  wiQ  not  be  pea 
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of  time,  be  married,  would  amount,  for  practical  pur- 
poseSy  to  certainty.  The  same  would  be  true  of  any  small 
number  of  men.  But  if  the  number  of  men  increased  con- 
siderably and  amounted,  say  to  500,  we  should  not  be  at  all 
certain  that  all  of  them  would  be  married  ofif  within  a  given 
time.  If  the  number  of  marriageable  men  reached  1000,  the 
chances  of  marriage  for  each  man,  tho  good,  would  be  much 
less  than  before.  If  the  number  of  men  increased  fiuther  to 
2000,  3000,  4000,  etc.,  each  man's  chances  of  marriage  would 
gradually  diminish,  while  the  chances  of  each  woman  would 
increase. 

Here  some  one  will  protest  that  human  factors  are  being 
neglected.  Men  and  women  have  quaUties  which  are  some- 
times better  and  sometimes  worse;  in  one  instance  there  may 
be  more  likelihood  of  attachment  than  in  another;  in  one 
community  social  life  gives  to  each  sex  more  opportunities  to 
meet  the  other  than  in  another.  All  this  is  true  and  even 
more.  Despite  this,  however,  the  element  of  chance  still 
remains,  and  we  are  justified  in  our  conclusion  that  as  the 
number  of  either  sex  increases,  the  number  of  the  other  re- 
maining constant,  the  probabiUty  that  any  one  of  the  first 
will  be  married  diminishes. 

Further  study  will  convince  us  that  the  law  of  probability 
miderUes  most,  if  not  all,  natiu*al  phenomena,  and  where  this 
is  true  when  two  or  more  factors  are  imder  consideration,  the 
law  of  diminishing  returns  must  hold  true.  Ever  since  the 
time  of  Laplace,  who,  at  the  end  of  the  eighteenth  century, 
was  the  first  to  make  a  systematic  study  of  the  theory  of 
probability  and  its  applications,  more  and  more  attention 
has  been  given  to  its  applicability  to  science.  Its  real  signifi- 
cance, however,  was  not  apparent  until  the  work  of  Professor 
WiDard  Gibbs  of  Yale  University.  In  his  Statistical  Me^ 
thanks  he  showed  that  the  second  law  of  thermod3mamic8 
was  only  a  deduction  from  the  laws  of  probabiUty,  that  in 
fact  all  physical  and  chemical  laws  which  are  concerned  with 
molecular  action  are  likewise  deductions  from  the  same  laws. 
Hiere  are  millions  of  molecules  in  any  mass,  moving  about  at 
a  tremendous  rate,  going  in  all  directions,  and  making  in- 
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numerable  oollisioiis;  yet  at  any  state  of  presBure  t 
perature,  each  molecule  has  an  average  mean  vdodi 
is  on  the  whole  an  average  direction  and  an  average 
of  collisions. 

The  laws  of  chemical  equilibrium,  including  the  Ian 
action,  are  corollaries  of  these  laws  of  probability  at 
to  molecular  activity.  As  this  branch  of  chemistr] 
technical,  and  as  it  would  take  us  too  far  afield  to 
detail,  we  cannot  stop  to  derive  these  laws.  Suffice 
that  when  two  substances  react,  the  extent  and  the  n 
reaction  is  governed  by  the  active  mass  of  each  su 
As  the  reaction  proceeds,  the  rate  gradually  diminid 
an  equilibrium  is  reached.  Because  of  these  laws,  an 
of  either  one  of  the  substances  in  reaction  will  ina 
rate  and  extent  of  the  reaction  but  not  in  proportio 
increase.  For  example,  if  we  bring  together  ethyl 
and  acetic  acid,  they  interact  to  produce  eth3rl  aoei 
water.  If  we  take  these  in  equivalent  ratio,  action  n 
when  two-thirds  of  each  is  tnmsformed  into  ethyl  ace 
water.  If  the  ethyl  alcohol  and  acetic  acid  are  bro 
gether  in  the  ratio  of  three  to  one,  the  action  will  go 
nine-tenths  of  the  acetic  acid  is  converted. 

Enough  has  been  said  to  show  that  diminishing  re 
not  an  isolated  phenomenon.  Let  us  take  an  exam] 
agriculture  to  which  the  law  was  first  applied.  Tl 
important  elements  of  plant  food  in  the  soil  are  pol 
nitrogen,  and  phosphorus.  For  proper  plant  growi 
must  exist  in  a  certain  ratio.  If  there  is  too  little  of 
element,  the  soil  will  not  yield  sufficient  produce.  If 
add  some  of  this  element  to  the  soil  in  the  form  of  a  U 
we  shall  have  an  increase  of  product.  Up  to  a  certa 
an  increase  in  this  element  will  bring  an  increase  in  ti 
but  again  not  in  proportion  to  the  increase  of  the  c 
The  following  table,  based  upon  the  results  of  actual 
the  Rothamstead  station,  will  illustrate  this  point: 
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ATBnteyMdfai    Gain  lor  48  lb». 
Du.  for  8  srwB       of  nitcosMi 

Plot   5  mixed  minenls  alone  19 

6     *            *       and  43  lbs.  nitrogen  27}  8} 

7*            ««86««  351  7| 

8     «            •         «    129    «         «  36}  1| 

16      •           «         •    172   «         «  87*  I 

There  is  here  a  fiiminiflhing  return  from  successive  appUca- 
tkxiia  of  nitrogen. 

In  many  cases  it  is  more  difficult  to  trace  the  cause  of  di- 
minishing returns.  Yet  in  every  case  we  find  chance  as  one 
of  the  factors.  We  saw  before  that  in  a  conmiunity  where 
there  were  few  men  and  many  women,  every  man  would  be 
fairly  certain  to  meet  a  woman  and  enter  into  the  relation  of 
maniage.  We  can  apply  this  to  the  three  factors,  land,  labor, 
and  capital.  If  the  number  of  the  units  of  any  one  of  these  is 
small,  each  unit  will  be  more  likely  to  meet  tmits  of  the  other 
iactoiB.  If,  to  take  a  concrete  instance,  there  were  only  one 
plow  in  the  commimity,  this  plow  would  combine  with  a  large 
nmnber  of  labor  and  land  units,  and  it  would  be  sure  to  meet 
some  of  these  units  all  the  time.  If  the  number  of  plows  be- 
eame  inordinately  large,  each  plow  could  not  be  used  as  much  • 
as  before,  and  plows  would  be  idle  a  great  part  of  the  time. 
The  important  fact  in  each  of  these  cases  is  the  probability 
of  idleness.  A  plow  is  capital,  and  an  increase  of  plows  is  an 
increase  of  capital.  The  second  plow  would  add  a  great  deal 
to  the  product,  and  so  also  would  the  third  and  fourth,  but 
not  quite  so  much.  The  same  applies  to  an  increase  of  labor 
or  land. 

We  can  examine  this  fact  more  closely  if  we  take  an  example 
from  the  manufacturing  industry.  Suppose  a  laborer  is  em- 
pkyjred  at  a  milling  machine,  milling  the  end  of  a  steel  rod. 
Wb  task  can  be  analyzed  into  a  series  of  motions,  which  con- 
aist  of  those  made  to  operate  levers,  to  adjust  the  rod,  take  it 
oat,  and  put  another  in  its  place.  The  laborer  is  capable  of 
making  a  certain  number  of  motions  within  a  given  time.  If 
he  operates  only  one  milling  machine,  his  motions  can  be 
adjusted  almost  perfectly  to  the  milling  process;  that  is  to 
say,  within  a  given  time,  the  motions  required  to  be  made 
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win  combine  with  the  machine  procesB  to  give  a  i 
reefuh  for  eadi  machine.  If  now,  he  operates  t? 
fn!>i4iingRj  the  combinations  ol  muscular  motions 
procesBes  of  the  two  machines  will  be  more  effectivi 
pcMnt  of  view  ol  total  product,  but  less  effective  foi 
diine.  In  other  wxmk,  there  is  a  diminishing  retur 
increase  in  the  number  at  milling  machines.  Tl 
true,  whether  the  constant  be  the  number  of  men  oi 
her  of  motions  each  man  is  capable  of  perf  onning. 

In  view  of  the  preceding,  it  is  hardly  possible  to 
the  law  of  diminishing  returns  is  universaUy  valid 
dsm  is  at  an  possible,  it  can  refer  only  to  the  aj 
whidi  ec<XMmists  have  made.  Yet  it  is  evident  i 
appUcaticMis  can  and  must  be  made.  As  we  are  not 
oerned  with  the  subject  matter  of  economics,  but  n 
its  fundamental  notions,  no  attempt  will  be  made 
the  law. 

To  those  ¥dK>  mi^t  object  that  what  has  he&tt  t 
physical  fact,  and  can  have  no  foundation  in  positii 
I  should  pcMut  out  again  that  aU  the  laws  of  scieni 
said  to  rest  on  probability.  The  law  of  inrobabifity  i 
a  part  of  the  eternal  nature  of  things  as  any  of  tl 
physics  or  chemistry.  A  protest  might  properly  b 
there  were  here  any  attempt  to  set  up  a  permanei 
probabilities  with  reference  to  any  of  the  factors  c 
tion.  The  diflferences  between  the  returns  from  one 
of  any  factor  and  an  increased  quantity  of  the  sa 
may  be  reduced  to  a  minimum,  but  phy^cal  facl 
that  scxne  difference  remain. 

Juijus  I 
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A  DEFINITION  OF  "  CONDITIONS  OF  LABOR  " 

Collective  agreements  between  organizations  of  workmen 
and  their  employers  generally  provide  that  "  wages,  hours 
and  working  conditions  "  shall  be  determined  by  the  joint 
decision  of  the  representatives  of  both  sides.  What  is  meant 
by  the  terms  wages  and  hoiuB  is  of  course  clear,  but  the 
I^irase  ''  working  conditions "  (as  well  as  its  equivalents 
"  conditions  of  employment "  and  "  conditions  of  labor  ") 
18  distinctly  ambiguous.  Many  indeed  regard  this  phrase  as 
smiilar  to  the  ''  necessary  and  proper  "  clause  in  the  federal 
eoDstitution,  thus  giving  elastic  powers  to  the  joint  body 
created  to  administer  the  agreement. 

In  the  contests  over  interpretation,  labor  is  almost  inva- 
riably the  broad  constructionist  party  while  management  is 
the  narrow.  A  study  of  collective  bargaining  in  several  indus- 
tries cannot  fail  to  impress  one  with  the  belief  that  the  in- 
terpretation which  is  given  to  this  term  depends  more  upon 
the  relative  strength  of  the  two  parties  than  to  the  logic  or 
riietoric  of  the  respective  sides. 

The  very  obscurity  of  the  term,  however,  is  leading  many 
employers  at  least  to  be  more  cautious  in  agreeing  to  submit 
''  working  conditions  "  to  the  process  of  collective  bargaining. 
They  are  typically  beginning  to  inquire  what  the  phrase  in- 
cludes, and  some  are  insisting  that  its  definition  be  written  in 
the  bond.  Somewhat  fearful  of  the  increasing  powers  of 
organized  labor,  they  are  unwilling  to  trust  to  the  process  of 
evolution  to  define  this  term,  since  evolution  may  go  against 
th&DQ.,  The  formation  of  a  joint  agreement  in  one  important 
industry  has  indeed  been  prevented  at  least  temporarily  by 
the  uncertainty  over  this  very  phrase. 

Plainly  it  is  time  that  we  should  begin  to  define  our  terms 
and  determine  what  this  phrase  means.  The  present  defini- 
tion is  largely  based  upon  the  interpretation  which  the  Ship- 
tyoflding  Labor  Adjustment  Board  gave  to  it.   The  following 
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subjects  in  the  opinion  of  the  author  are  inchided  under 
working  conditions: 

1.  Sanikary  eondUians.  Thisisplainly  a  condition  of  labor 
and  includes  such  topics  as  the  provision  of 

(a)   First  aid. 

(6)   Proper  toilet  facilities. 

(c)  Proper  changing  facilities. 

(d)  Protection  against  industrial  poisons  or  diseases. 
The  Shipbuilding  Labor  Adjustment  Board,  for 
example,  found  it  necessary  to  forbid  the  use  of  the 
"  spray  gun  "  in  painting  ships  in  order  to  protect 
the  painters  from  lead  poisoning. 

2.  S(rfety  condUians.  This  also  is  clearly  within  the  pur- 
view of  conditions  of  labor.    It  includes: 

(a)  The  proper  safeguarding  of  machines,  equipment 
and  conditions  of  work« 

(b)  Tlie  education  of  the  onployees  in  safety  measures. 

3.  Apprenticeship  and  induetrial  educaiian.  This  has  long 
been  an  accepted  item  for  regulation  of  collective  bar- 
gaining.   Under  it  are  included  such  topics  as 

(a)  The  number  of  apprentices  permitted. 

(b)  The  length  of  service  required  of  apprentices. 

(c)  The  thoroughness  of  the  training  given. 

(d)  The  wages  of  apprentices  and  learners. 

(c)    The  relation  of  the  industry  to  trade,  industrial 

and  continuation  schools. 
(/)    The  plan  and  functions  of  the  vestibule  school. 

4.  QueMions  relating  to  the  paying  of  men.  The  Shipbuild- 
ing Labor  Adjustment  Board  found  it  necessary  to 
legislate  upon  such  questions  as 

(a)    How  often  should  the  workmen  be  paid  ? 
(6)    Should  payment  be  made  upon  employers'  or  em- 
plo^'ees'  time  ? 

(c)  How  much  of  a  man's  pay  can  and  should  be  held 
back? 

(d)  How  soon  after  leaving  must  pa3rment  be  made  ? 

(e)  Should  workmen  be  compelled  to  make  stipulated 
payments  for  medical  and  hospital  care  and  in- 
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surance  protection  ?  If  so,  under  what  oonditioiis  ? 
How  should  the  fund  be  administered  ? 

5.  The  dassificaiion  of  workmen.  This  is  an  important  yet 
little  considered  topic.  Who  is  to  decide  whether  a  man 
is  a  first  or  second  class  mechanic;  a  helper  or  an  ap- 
prentice ?  The  Adjustment  Board  was  compelled  to 
take  this  question  into  its  own  hands  to  insure  justice  to 
both  sides. 

6.  Should  men  be  discharged  for  legitimate  trade  union 
activity  and  what  is  the  meaning  of  the  term  legiti- 
mate ?  A  trade  agreement  recognizing  a  union  or 
unions  as  one  of  the  parties  to  it,  generally  protects 
men  from  discharge  or  discrimination  because  of  union 
membership.  But  what  about  union  activity  ?  Can  a 
man  solicit  membership 

(a)  At  work,  as  long  as  he  does  not  interfere  with  his 

own  job. 
(6)    At  the  lunch  hour. 

(c)  Within  the  gates  before  and  after  work. 

(d)  Immediately  outside  the  gate. 

(e)  What  rights  does  he  have  as  respects  the  holding  of 
office  in  his  imion,  etc.  ? 

7.  Machinery  for  adjusting  grievances.  How  should  griev- 
ances be  adjusted  ? 

(a)  By  the  intercession  of  the  business  agents  of  the 
unions  ?  If  so,  what  rights  should  they  have  inside 
the  plant  ? 

(b)  By  committees  of  the  employed  ?  If  so,  should  the 
representation  be  by  trades  or  from  the  shop  as  a 
whole  ?  What  provision  should  be  made  for  the 
representatives  of  minorities.  The  National  War 
Labor  Board  in  certain  cases  provided  for  some 
form  of  proportional  representation  in  the  election 
of  these  committees. 

(c)  If  shop  or  craft  committees  are  authorized,  what 
should  be  their  relations  to  the  unions  and  to  the 
business  agents. 
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8.  Definition  of  the  term  **  grtei?ances"  If  machine 
vided  to  adjust  grievances,  what  shall  be  regard 
proper  grist  for  it  to  grind  ?    Should  it  incluc 

(a)  Violations  of  the  points  mentioned  imder 
lto6? 

(b)  Such  supplementary  questions  as  allied 
foremen,  etc.  ? 

The  author  feels  quite  clear  in  his  own  mind  that 
ceding  points  all  come  under  the  definition  of  ''  con< 
labor."  He  is  not,  however,  clear  about  the  followii 
but  recognizes  that  they  will  probably  be  settled  by 
tive  strength  of  workmen  and  employers  rather  thai 
demic  definition: 

(1)  Introduction  of  new  processes.    How  far  shoul 
imder  the  joint  control  of  labor  and  capital  ? 
should  the  workmen  be  protected  against  speec 
What  consideration  should  be  paid  to  the  que 
productivity  ? 

(2)  Speeding  up  of  old  processes.   This  probl^n  is  t 
the  introduction  of  new  processes. 

(3)  What  control  should  the  workmen  exercise  o^ 
foremen  ?  No  one  in  close  contact  with  indust 
can  ignore  the  fact  that  the  workers  are  demi 
voice  in  the  selection,  placement  and  discharge 
foremen.  Many  walkouts  have  occmred  recent 
because  foremen  they  didn't  like  have  been  a] 
or  retained,  or  because  foremen  they  did  ap] 
were  discharged.  Should  workmen  choose  tl: 
foremen  ?  Should  they  be  chosen  jointly  ?  Sh 
management  have  the  power  of  nomination 
workmen  that  of  rejection  ?  These  questions 
into  the  problem  of  industrial  democracy  and  c 
an  answer.  What  should  the  answer  of  the  ec 
be? 

(4)  What  control  over  industry  itself  should  the 
exercise  ?    Might  it  not  be  argued  that  such  q 
as  the  irregularity  of  employment,  methods 
casualizing  industry,  and  all  forms  of  welfare  wo 
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cannot  be  divorced  from  the  conditions  of  employment 

and  should  be  placed  imder  the  joint  control  of  labor  and 

the  management  ? 

The  question  of  the  closed  or  open  shop,  the  writer  believes 

should  not  come  imder  the  term  **  conditions  of  labor/'  but 

should  receive  separate  treatment  in  the  trade  agreement. 

The  above  approach  toward  a  definition  of  the  phrase 
''  conditions  of  labor ''  is  necessarily  incomplete  and  incon- 
clusive. The  writer's  hope  is  that  it  may  serve  to  stimulate 
discussion  and  thus  lead  to  a  clearer  and  better  definition. 

Paul  H.  Douolas. 
Embbgenct  Fleet  Cobpobation, 

PHnJkDELPHIA,  Pa. 


ANOTHER  REASON  WHY  WAR  PRICES 

ARE  HIGH  PRICES 

At  the  Richmond  meeting  of  the  American  Economic 
Association  Dr.  A.  C.  Miller,  after  reviewing  the  conditions 
usuaUy  recognized  as  accounting  for  the  great  rise  in  prices 
during  recent  months,  closed  with  the  remark  that  the  per- 
sistent rise  in  prices  was  a  continuing  m3n3tery ;  that  the  usual 
formulae  —  increased  gold  supply,  the  expansion  of  credit, 
curtaOed  production,  increased  demand,  and  heavy  exports — 
when  given  their  due  weight  did  not  explain  the  phenomena; 
the  rising  price  level  was  still  a  m3n3tery. 

It  is  not  expected  that  the  paragraphs  which  follow  will 
resolve  the  m3n3tery,  but  it  is  hoped  that  by  calling  attention 
to  a  factor  hitherto  little  considered,  if  recognized  at  all,  they 
may  contribute  something  to  the  explanation  of  the  fact  that 
war  prices  are  high  prices. 

One  who  accepts  the  quantity  theory  will  of  course  look  for 
the  explanation  of  the  changing  price  level  in  the  distributed 
relation  between  the  amount  of  currency  in  circulation,  using 
the  term  in  its  broadest  sense,  and  the  amount  of  ''  money 
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work^'tobedooe.  lliecmepouttUimtthiB  note  deabwftfa  has 
to  do  with  diangoB,  iiot  in  the  amoimt  of  eonency ,  bot  r^^ 
in  the  amount  of  goods  to  be  exrhiinged;  mndpijmarilywidi 
the  one  factor  of  the  rapidity  of  their  circulation. 

An  approach  to  the  matter  in  hand  may  be  made  by  a 
cura(»y  examination  of  certain  current  ^^irpiM^^^wm^  ^f  the 
phenomencm.    Increased  cost  of  production  is  one  of  these. 
If,  however, ''  cost "  is  used  in  the  popular  sense  as  sjrnoi^- 
mous  with  expense,  the  formula  explains  nothing,  but  merdy 
accepts  the  fact  for  which  an  explanation  is  sou^t  and  states 
it  in  another  way.    If,  on  the  other  hand,  '^  cost ''  is  used  in 
its  technical  sense,  the  formulae  does  not  g«pl<Mn  iHiy  prioes 
should  rise  except  as  hi^r  cost  leads  to  a  restricticHi  of 
production;  and  if  this  is  what  is  meant  it  seems  better  to 
state  directly,  if  it  is  true,  that  prices  have  risen  because  of 
decreased  production,  due,  let  us  say  to  increased  cost  of 
production.    It  does  not  appear,  however,  from  the  figures  at 
hand  that  in  the  basic  industries  at  least,  there  has  been  aiqr 
diminution  in  production.    In  most  such  industries  the  last 
two  3rear8  have  been  3rear8  of  prodigious  output;  in  many  of 
them  these  have  been  banner  years.     The  production  of 
anthracite  and  bituniinous  coal,  petroleum,  copper,  iron  ore, 
and  steel  has  been  greatly  stimulated.   The  great  cereal  crops 
taken  together  have  yielded  more  during  the  last  three  years 
than  during  the  preceding  three-year  period.    Cotton  produc- 
tion has  not  kept  up  to  the  high  level  of  1913  and  1914,  but 
it  has  been  well  sustained  at  nearly  twelve  million  bales. 
Potatoes  and  tobacco  have  shown  great  increases  in  1917  and 
1918  over  previous  years.    The  Chicago  packers  killed  three 
million  more  meat  animals  in  1918  than  in  1917,  and  accord- 
ing to  figures  given  out  by  the  Department  of  Agriculture 
meat  production  was  greater  in  1918  than  in  1914  by  4.5 
billion  pounds.    While  the  production  of  wool  has  shown  no 
increase  the  imports  were  vastly  greater  during  the  last  three 
years  than  for  the  preceding  three.     The  imports  of  tea, 
coffee,  and  silk  have  shown  substantial  increases  during  the 
war  and  the  imports  of  rubber  more  than  doubled  during  the 
last  three  years  as  compared  with  the  preceding  three  years. 
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In  many  lines  of  manufacture  production  has  no  doubt 
decreased,  tho  when  the  figures  shall  have  become  available 
it  will  probably  appear  that  in  the  industries  of  large  volume 
''  high  cost "  has,  on  the  whole,  not  checked  production. 

Another  set  of  explanations  approach  the  matter  from  the 
side  of  demand.  The  insistency  of  the  government's  demands 
is  urged  as  a  reason  for  rising  prices  —  what  the  government 
wanted  it  would  have  at  any  price.  For  vast  quantities  of 
goods,  marginal  utility,  the  usual  governor  of  consumption 
failed  to  exercise  its  stead3ring  e£fect  on  purchases.  Such 
feverish  bidding  as  the  government  engaged  in  must,  it  is 
true,  inevitably  have  forced  a  rise  in  the  prices  of  the  things 
bought,  and  in  turn  of  those  which  entered  into  their  produc- 
tion. If,  however,  for  patriotic  or  other  reasons  there  had 
been  a  corresponding  check  on  private  consumption,  the  in- 
sistent bidding  of  the  government,  while  it  would  have  caused 
a  rise  in  the  prices  of  the  goods  bought  by  the  government,  it 
would  not,  according  to  the  quantitivist  philosophy,  have 
disturbed  the  price  level.  The  only  way  the  feverish  bidding 
of  the  government  could  affect  general  prices  was,  to  repeat, 
by  disturbing  the  relation  between  goods  and  money  means; 
and  this  it  did  simply  by  putting  the  government  in  posses- 
sion of  great  quantities  of  goods.  The  effect  would  have  been 
substantially  the  same  if  the  government  had  commandeered 
the  goods  at  established  prices. 

If  the  greatly  increased  demand  of  the  last  two  years  had 
been  the  result  of  more  active  private  buying  of  the  usual 
sort  and  the  goods  had  circulated  through  the  usual  channels 
general  prices  would  have  risen.  But  there  is  this  peculiarity 
about  government  purchases  that  enhances  their  power  to 
affect  the  price  level :  When  once  they  are  made  the  goods  are 
withdrawn  from  circulation  at  once  and  finally.  Under  peace 
conditions  a  large  proportion  of  the  steel  production  would 
have  passed  through  many  hands  in  one  form  or  another 
before  reaching  the  final  consimier,  making  a  demand  for 
mon^  or  money  means  at  every  exchange  and  the  same  is 
true  of  the  products  of  the  textile  mills;  but  government 
orders  went  directly  from  the  mill  to  the  final  consumer. 
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Vast  qnantitieB  of  goods  paasiiig  directly  into  the  haiidB  of  the 
governmeDt  ce&sed  to  cirmhte  as  effectually  as  tho  they  had 
ceased  to  exist.  In  the  Quaitennaster  General's  Report  far 
1918  there  is  an  interesting  chart  diowing  the  distzibiition  of 
stocks  from  factory  to  itiaia^e  depots,  from  these  depots  to 
training  camps,  embarkation  ports,  intetmediale  depots,  and 
80  on  to  the  "*  regulation  stations  "  and  finally  to  the  scddier, 
but  at  no  stage  did  they  ccKistitute  a  demand  for  money; 
stores  were  "  requisitioned  *'  and  "  issued,"  not  bou^t  and 
soki. 

The  scale  of  these  withdrawals  of  goods  from  circulatioii  is 
indicated  by  the  following  taUe  dicywing  the  amounts  of 
various  supplies  ordered  by  the  War  Department  from 
April  1,  1917  to  the  signing  of  the  aimistioe,  the  amounts 
ddivered  to  February  8,  1919,  and  the  amount  of  the  orden 
cancelled. 


StixAmg*,  li^t  woolen,  pun  lOMljOOO    52,652,000    1,427^ 

«M75AM>    47,788,000       SB^JXO 


UndenhirtB,  cottoo  50,170,000  44,956,000  901,000 

rzMkfahirts,  winter  35,852,000  31,636,000  100,000 

iDdershins.  winter  35^52,000  31,636,000  10^000 

CoatJ>.  vamous  materials  54,700.000  47,523,000  4,469^ 

Trousers  and  breeches  50,799,000  4o,131,000  3,466,000 

Gloves  and  mittens,  pairs  45;>22,000  41,228.000  1,101/W) 

Boots  and  shoes,  pairs  33,287,000  31,901,000 

The  War  Department's  purchases  of  subsistence  to  the 
signing  of  the  annistice  amounted  to  $729,000,000.  The 
Xa\y,  the  Shipping  Board  and  other  agencies  of  the  govern- 
ment were  similarly  active  buyers  in  their  fields.  Keeping 
in  mind  the  imcertainty  of  the  duration  of  the  war  and 
rem^nbering  over  what  distances  goods  had  to  be  moved  and 
the  number  of  points  at  which  depots  of  supplies  had  to  be 
maintained,  there  seems  to  be  some  excuse  for  the  "  wild  orgy 
of  bu>Tng  ''  *  indicated  by  these  figures. 

Now,  if  these  commodities  and  others  of  which  they  are 
typical  would  ordinarily  pass  through  the  hands,  say,  of  three 

1  The  New  Tovk  Tfanaa.  Febrauy  SS.  1919. 
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sets  of  dealers  from  factory  to  consumer,  the  government 
purchase  of  them  reduced  their  circulation  by  two-thirds. 
But,  in  addition  to  thiS)  the  government's  method  of  buying 
in  many  cases  brought  it  in  control  of  goods  before  fabrica- 
tion; in  control  of  the  cloth  and  even  of  the  fiber  of  which  it 
was  made.  The  Paymaster  General  of  the  Navy  in  his  last 
report  mentions  purchases  of  14,500,000  yards  of  denim  and 
cloth.  The  War  Department's  order  for  textiles  of  various 
kinds  amoimted  to  598,250,000  yards,  while  cancellations 
of  these  orders  amoimted  to  only  a  Uttle  more  than  10,000,000 
Srards.  The  government's  purchases  of  wool  down  to  February 
15,  1919  reached  612,450,000  poxmds  and  it  was  obligated  to 
buy  110,000,000  poimds  more. 

The  e£fect  of  this  large-scale  purchase  by  the  government, 
often  in  the  early  stages  of  production,  and  its  method  of  dis- 
pensing them  without  the  further  use  of  money,  by  decreasing 
the  rapidity  of  circulation  of  great  quantities  of  goods,  must 
have  affected  the  price  level  in  the  same  way  as  would  a  re- 
duction in  the  amoxmt  of  goods,  or  a  sudden  resort  to  barter 
on  a  large  scale,  or  to  a  more  direct  move  of  marketing.  This 
peculiarity  of  the  government's  demand  is  not,  of  course,  the 
most  important  factor  of  the  many  operating  to  produce  the 
high  price  level.  Inflation,  on  the  one  hand,  as  Dr.  Miller 
frankly  calls  it,  and  increased  consumption  at  home  and  the 
swelling  exports  on  the  other,  are  doubtless  the  dominant 
forces;  but  surely  the  falling  off  in  the  ''  demand  for  money  " 
through  the  withdrawal  of  large  quantities  of  goods  from  the 
ordinary  channels  of  trade  is  a  factor  that  cannot  be  neglected 
^liien  the  attempt  is  made  to  explain  the  mystery  of  the  pres- 
ent price  level  and  to  show  why  war  prices  are  always  high 
prices.^ 

G.  0.  Virtue. 

UmVXBSITT  OP  NXBHASKA. 


1  It  kpoaSUaabo  that  atody  may  show  that  the  r>v«nmient'8re«u]AUoiui  of  pricM 
«id  of  profiti,  wfaik  dwignad  to  prevent  the  riae  of  particular  prices,  may  by  the  prooeM 
off  Kmitim  the  number  of  traniactions  have  caused  a  diminution  in  the  demand  for 
tliai  had  an  appreciable  effect  on  the  general  rise  in  prices. 
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AN  OVERSIGHT  IN  THE  THEORY  OF 

INCIDENCE 

In  studying,  recently,  with  a  class  in  taxation,  PtofeaBor 
Edwin  R.  A.  Seligman's  The  Skifiing  and  Inddenee  af 
Taxation,  the  writer  of  this  note  came  across  the  discusBkn 
of  A  Uniform  Tax  (on  agricultural  land)  aeoording  to  tte 
QtumHty  or  the  Qualify  of  the  Land}  Analysia  of  the  argum^t 
of  a  part  of  this  section  seems  to  show  a  rather  important 
ovendght  which  entirely  vitiates  the  conduaion. 

Professor  Seligman's  discussion  of  the  matter  here  in  ques- 
tion is  as  follows: 

"  Suppose  that  there  are  three  tracts  of  land  producing 
wheat  of  the  same  quality,  but,  as  a  result  of  diflferences  in 
fertility,  yielding  respectively  ten,  twenty,  and  thirty  bushds 
to  the  acre;  and  suppose  further  that  this  quality  of  wheat  is 
worth  50  cents  a  bushel.  Tract  A  would  thus  yield  $5.00  an 
acre,  tract  B,  $10.00  and  tract  C,  $15.00." 

Then  **  if  in  the  above  case  the  tax  per  acre  on  grade  A 
were  50  cents,  on  grade  B,  $1.00  and  on  grade  C,  $1.50,"  the 
price  of  wheat  would  be  "  55  cents  per  bushel  "  instead  of  50 
and  "  the  amount  of  taxes  paid  by  the  landowners  would 
exactly  equal  the  increased  price  obtained  from  the  con- 
sumers. Hence,  whenever  a  land  tax  is  graded  as  to  follow 
with  precision  the  differential  advantages  of  production,  and 
where  the  land  is  cultivated  intensively  up  to  ike  point  when 
the  law  of  diminishing  returns  becomes  effective,^  giveh  a  con- 
stant demand,  the  tax  will  be  shifted  entirely  to  the  consumers* 
without  causing  them  any  additional  loss." 

It  is  not  clear  what  Professor  Seligman  means  regarding 
diminishing  returns.  In  the  strict  sense  of  the  expression, 
returns  would  begin  to  "  diminish  "  on  tracts  C  and  B  long 
before  it  was  worth  while  to  cultivate  land  as  poor  as  tract  A. 

1  See  third  edition.  New  York  (The  Columbia  UniverBity  Prm).  1010.  pp.  250.  t0O. 
'  Italics  are  the  present  writer's.  '  Ibid. 
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What  should  be  aasiimed  is  that  the  better  tracts  are  culti- 
vated intensively  up  to  such  a  point  that  the  marginal  return 
to  labor  (or  labor  and  capital)  on  them  is  no  greater  than  the 
return  to  labor  on  the  extensive  margin.  For  the  remainder 
of  the  present  discussion  it  will  be  presumed  that  this  is  what 
Professor  Seligman  really  means.  It  is  evidently  assumed  — 
altho  it  is  not  specifically  stated  —  that  the  differences  in 
fertility  among  the  different  tracts  are  natural  and  more  or 
less  permanent  rather  than  that  they  are  maintained  by  dif- 
ferences in  effort  and  investment  among  the  owners. 

The  principal  point  which  is  involved  in  the  main  criticism 
here  advanced  is  the  nature  and  significance  of  the  intensive 
margin  of  cultivation.  On  Mr.  Seligman's  assumption  regard- 
ing different  grades  of  land,  tract  C  yields  30  bushels  to  the 
same  amount  of  labor  which  can  get  only  10  from  tract  A. 
But  it  may  be  entirely  possible  that  the  labor  which  yields 
10  bushels  on  A  could,  by  being  used  for  the  more  intensive 
cultivation  of  C  (or  B),  add  9.8  bushels  to  the  product  other- 
wise there  yielded,  making  a  total  of  39.8  bushels.  To 
assume  an  addition  to  the  product  on  this  tract,  from  the 
added  labor,  of  anything  over  10  bushels,  would  be  inconsis- 
tent with  the  hypothesis  that  tract  A  is  actuaUy  used.  But  to 
assimie  an  addition  of  9.8  bushels  is  entirely  consistent  with 
that  hypothesis. 

Let  us  turn  now  to  the  tax  of  fifty  cents  on  tract  A,  $1.00  on 
tract  B  and  $1.50  on  tract  C.  Since  tracts  B  and  C  are 
superior  to  tract  A  by  more  than  the  entire  tax  to  which  their 
owners  are  to  be  subjected,  these  tracts  would  continue  to  be 
used  to  prodiice  wheat  and  to  produce  at  least  as  much  as  if 
untaxed,  even  if  there  were  no  increase  of  price  whatever 
because  of  the  tax.  It  is  because  the  owner  of  tract  A  will 
cease  cultivating  if  he  cannot  get  fifty  cents  more  for  his  10 
bushels,  when  ibe  tax  is  laid,  that  the  tax  is  supposed  to  be 
shifted  entirely  upon  the  consumers  in  a  price  of  wheat  five 
cents  higher  per  bushel  than  before.  But  if  the  labor  which 
produces  10  bushels  on  A  can,  by  increased  intensiveness  of 
cultivation,  add  9.8  bushels  to  the  product  of  C,  this  result 
clearly  need  not  follow.    For  the  tax,  being  graded  upon  the 
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land  according  to  quality,  will  not  be  raised  on  tract  < 
because  C  is  now  worked  more  intensively.  That  i 
the  extra  9.8  bushels  produced  on  tract  C  adds  nothii 
tax.  Hence,  the  producer  of  this  9.8  bushels  need 
ceive  $5.00  to  induce  the  production  ^  and  not  $5.i 
$5.00  for  9.8  bushels  is  little  more  than  fifty-one 
bushel.  It  follows,  then,  that  the  tax  need  not  raise  t 
as  claimed  by  Seligman,  by  five  cents  a  bushel,  the 
which  would  reimburse  the  owners  of  all  the  farm  Ian 
A,  B,  and  C)  for  the  tax,  and  which  would  be  neoc 
keep  tract  A  in  use,  but  only  about  one  cent  a  bui 
amoimt  necessary  to  cover  the  extra  cost  of  produdi 
on  the  (now)  slightly  lowered  iniensioe  margin. 

The  same  oversight  above  criticized  occurs  near  tl 
ning  of  the  section  here  imder  discussion,  where  I 
Seligman  supposes  a  tax  of  fifty  cents  on  each  acre 
cultural  land  without  regard  to  quality  and.  condu 
such  a  tax  would  raise  the  price  (demand  being  cons 
five  cents  a  bushel.    No  such  conclusion  necessarily ; 

H.  G. 

UinysBSiTT  OP  Misboubi. 


1  Admiarion  ia  mAde  Uiat  such  a  tax,  by  redudng  ali^tly  the  efficiency  of 
duotlon  might,  according  to  the  quantity  theory  of  money,  ali^tly  raise  1 
level  of  prices  and  the  price  of  wheat  with  the  rest.  No  allowance  is  made  for 
howerer,  in  the  diseossion  above. 
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A  NOBEL  PRIZE  IN  ECONOMICS 

The  Norwegian  Nobd  InstUute,  at  Christiania,  begs  us 
to  bring  to  the  knowledge  of  the  students  of  History  and 
Economics,  that  it  has  resolved  to  set  up  for  international 
prise  competition  the  following  subjects: 

*' An  Ace(nmt  of  the  History  of  the  Free  Trade  Mwement  in  the 
Nineteenth  Century  and  its  Bearings  on  the  International 
Peace  Movements* 

The  essays  can  be  written  in  English,  French  or  German,  or 
in  one  of  the  Scandinavian  languages. 

The  author  of  the  eventual  prize  essay  will  be  remimerated 
with  kr.  5000 — five  thousand  Norw^ian  crowns.  His  work 
will  then  become  the  property  of  the  Norw^ian  Nobel 
Institute. 

The  essays  bearing  an  epigraph  and  acc(xnpanied  with  a 
sealed  envelope  containing  the  name  of  the  author,  must  be 
sent  in  to  the  Norwegian  Nobel  Institute,  19  Drammenavei, 
Christiania,  before  July  1,  1922. 
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RAILWAY  SERVICE  AND  REGULATION 

SUMMARY 

War  as  emphasizing  inadequacy  of  transportation  facilities,  129.  — * 
burdens  upon  transportation  due  to  the  war,  190.  —  History,  ex- 
'tani  and  consequences  of  insufficient  transportation  facilities  in  the 
r^lTiiited  States,  133.  —  Statistics  of  car  shortage  since  1007, 135.  —  Rea- 
>'  '*aoii8  for  inadequate  transportation  facilities,  143.  —  Traffic  conditions 
compared  with  expansion  of  railway  plant,  143.  —  Duty  of  railroads  to 
fdnuflih  adequate  equipment,  145.  —  Popular  misconception  of  car 
riiortage,  146.  —  Aggregate  supply  of  raihtMui  equipment  sufficient  in 
most  3rear8, 149.  —  Relation  of  railroads  to  each  other  in  exchange  and 
Interchange  of  cars;  recent  disregard  of  car  senrice  rules;  unfor- 
tanate  results  of  the  historical  relations  of  shipper  and  railroad,  150.  — 
Bariy  facilities  in  excess  of  needs,  153.  —  Significance  of  increase  in 
number  of  conmussion  and  middle  men,  157.  —  Position  of  Interstate 
Gommeroe  Conmussion  on  reconsignment,  159.  —  Responsibility  of  gov- 
tmment  regulation,  161.  —  Importance  of  adequate  return  upon  invest- 
meni  and  transportation  facilities,  161. — Necessity  for  extension  of 
federal  authcnity  over  railway  service,  166.  — Esch-Pomerene  law  only 
m  beginning,  167.  —  Comprehensive  control  of  railway  service  necessary 
even  with  continuation  of  government  operation  or  adoption  of  govem- 
flMnt  ownership,  170. 

The  world  war  with  its  abnormal  demands  upon  the 
nulways  of  this  coimtry  has  strikingly  emphasized  the 
inadequacy  of  our  transportation  system.  The  extra 
burden  thus  thrown  upon  the  railroads  has  been  due, 
among  other  things,  to  a  larger  amount  of  traffic,  a  fall- 
ing off  of  water-borne  tonnage,  and  unusual  labor  con- 
ditions. In  the  first  five  months  after  a  state  of  war  was 
declared  to  exist  between  this  country  and  Germany,  the 
railroads  handled  more  freight  tonnage  than  in  any 
whole  year  previous  to  1904.^  On  51  per  cent  of  the 
railroad  mileage  of  the  United  States  in  the  summer  of 

>  lUilnwuU'  War  Board.  OffieUl  Information  No.  18,  NoTunbar  27, 1017. 

1» 
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1917,  there  was  an  increaae  of  16  per  eent,  or  S^SMHO,- 
000  ton  miles  in  one  month.  This  was  eqniYalent  to 
adding  35,000  miles  <rf  railroad  to  tiiat  (rf  the  United 
States,  with  an  aTerage  density  <rf  freiglit  traffic  on  eadi 
mile  equal  to  the  average  density  (rf  all  railroads  in 
the  United  States  in  1915.  This  virtual  additicm  to  the 
fixed  plant  oi  Amoican  Railroads  nearly  equaled  the 
total  railway  mileage  of  Germany  in  1913  and  emeeded 
that  oi  Great  Britain  in  1914.'  In  the  last  annual  report 
of  the  Pennsylvania  Railroad  CcHiqMUiy,*  it  is  claimed 
that  the  ton  mileage  of  that  Cfyston  for  the  year  1917 
exceeded  by  over  60  p^  cent  the  combined  annual  tern 
mileage  before  the  war  of  all  erf  the  railroads  in  Gbest 
Britain  and  France. 

That  less  wat»-b(Niie  traffic  has  be^i  reqxHisible  for 
a  part  of  this  marked  increase  in  rafl  traffic  may  be  seen 
frcmi  the  fact  that  vessds,  not  only  from  the  Great 
Lakes  but  from  our  int^txiastal  trade,  have  turned  to 
the  more  profitable  ocean  canying  ts-ade.  This  shift  is 
reflected  in  the  percentage  of  oiu-  exports  and  imports 
which  have  been  carried  in  American  vessels  since  the 
war  began.  In  the  fiscal  year  1914,  this  percentage  was 
9.7;  in  1917,  it  was  18.6.»  In  the  fiscal  year  1915,  there 
was  a  total  of  335  vessels  with  1,846,658  tons  cargo  in  the 
coastwise  trade  from  the  Atlantic  to  the  Pacific  and  rice 
versa.  In  the  first  half  of  the  fiscal  year  1917,  there  were 
but  eighteen  vessels  with  a  tonnage  of  97,363.*  From 
testimony  before  the  Newlands  Committee,  it  appears 
that  prior  to  the  autimm  of  1915  there  never  had  been 

I  lUilro^da'  War  Board.  Official  Informataoa  No.  8.  July  7.  1917. 

*  Sevcfity-fint  Annual  Report  (1917).  p.  7. 

>  The  ficurea  from  1914  to  1917  (fiscal  years)  are  aa  foDowa:  1914.  9.7;  1915. 14.3; 
1916.  16.3;   1917.  18.6.    Annual  Report.  CommiaaioDer  of  Naricatiom  1917.  p.  101. 

«  Panama  Canal  Record,  roL  z,  p.  464.  See  abo  statement  of  Joliua  Krottsduutt  in 
bearincB  before  the  Cmnmittee  on  Interstate  Commeroe.  U.  S.  Senate,  65th  Coacres. 
2Dd  Seasion,  pursuant  to  S.  Rea.  171.  pp.  196, 197;  hereafter  refeii^  to  aa  HeaziofS  on 
Government  CoDtroL 
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a  record  of  a  carload  of  grain  moving  from  Oregon  or 
Washington  over  the  Union  Pacific  to  the  Atlantic  Sea- 
board; that  since  that  time,  many  thousand  of  carloads 
had  been  sent  overland  on  that  and  other  railways  to 
Atlantic  ports.  ^ 

Conditions  in  the  labor  market  as  a  result  of  the  war 
have  made  it  difficult  for  railroads  to  maintain  their 
former  standards  of  efficiency.  Losses  of  employees 
have  been  due  to  withdrawals  to  enter  military  service, 
as  well  as  to  enter  industrial  fields  offering  distinct  ad- 
vances in  wages  or  salary.  Consequently,  the  loss  has 
not  been  confined  to  any  one  class.  In  December,  1917, 
the  Railroads'  War  Board  stated  that  the  railroads 
generally  were  short-handed;  that  at  that  time  some 
carriers  reported  a  net  shortage  of  12|  per  cent  in  the 
number  of  laborers,  and  a  much  larger  percentage  of  loss 
Lq  efficiency  because  of  the  necessity  of  filling  vacancies 
with  unskilled  and  inexperienced  men.*  In  some  engine 
houses  the  railroads  were  reported  to  be  employing 
men  who  did  not  know  the  difference  between  a  mon- 
key wrench  and  a  fire  hook.'  The  effect  of  the  loss  in 
the  lower  tier  of  labor  has  been  the  more  serious  in  view 
of  the  conditions  which  have  affected  immigration. 
Furthermore,  imskilled  laborers  once  secured  by  the 
railroads  are  constantly  shifting  to  positions  with  indus- 
trial concerns,  once  they  have  learned  of  such  possibili- 
ties. This  has  been  true  of  large  niunbers  of  negroes 
that  have  been  brought  into  northern  states.^  The  last 
annual  report  of  the  Pennsylvania  Railroad  shows  that 
that  company  hired  278,000  persons  from  all  parts  of 

1  Testimony  of  Judge  Lovett  in  Hearings  before  the  Joint  C!ommittee  on  Interstate 
lad  Foreign  Conuneroe,  d5th  Congress,  2nd  Session,  pp.  772-775;  hereafter  referred  to 
IS  Newland's  Hearings.  See  also  statement  by  Commissioner  Hall  in  Hearings  on 
Qovemment  Control,  pp.  46-47 

s  Railroads'  War  Board.  Official  Information  No.  19,  December  5.  1917. 

s  Railway  Age,  December  14.  1917.  p.  1082. 

«  Traffie  World,  November  18, 1916,  p.  1008. 
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is  at  toa&t  four  \mid»  as  mmy  men  m  wero  uguaUy  hmi 
in  (»vlar  to  keep  up  its  force.'  AU  th]9  has  swant  kai 
•ffioiant  trauqx>rtation  sarvice  and  »  detarioratiou  in 
the  railway  plant.  Locomotives  have  been  uaed  loQCBr 
before  sending  them  in  for  repairs  because  of  the  heavy 
traffic  to  be  moved;  once  in  the  shop,  th^  have  le* 
ceived  less  efficient  repairing,  and  have  limpod  out  oa^ 
to  return  and  repeat  the  process.  litUe  wonder  th^e 
should  have  been  such  a  locomotive  shortage  during  tbe 
asvere  winter  of  1917-18.' 

These  features  of  the  transpcurtatioii  situation  have 
been  of  sufficient  importance  to  account  for  the  inability 
of  the  carriers  to  meet  the  demands  made  upon  them  in 
the  last  two  years.  There  is  danger,  therefore,  that  tbe 
war  will  receive  much  more  consideration  than  it  de^ 
serves  as  a  direct  cause  of  the  inadequacy  of  our  trans^ 
portation  facilities.  The  items  above  mentioned  have 
received  much  attention  in  the  press,  while  other  leu 
conspicuous  but  more  fimdamental  factors,  because 
more  permanent,  have  not  received  the  serious  con- 

*  Annual  Report,  1017.  p.  5.  President  Rea  obaerved, "  The  emplo3rinent  and  traininc 
of  these  men  was  costly  and  seriously  hampered  operations,  because  many  of  them 
remained  only  a  short  time  in  the  service."     Ibid.,  loc.  dt. 

s  The  Railway  Age,  March  8,  1918,  p.  490.  states  the  number  of  new  men  hiied  by 
the  Pennsylvania  Railroad  in  1917  as  177,000,  and  says  "  This  is  at  least  four  times  the 
number  of  men  that  had  been  taken  on  new  in  any  previous  year." 

"  The  railways  of  the  United  States  engaged  in  Interstate  Commeree  empl<^  about 
1 ,800,000  persons.  If  we  include  interurban  and  street  railways,  the  number  is  incressed 
to  over  two  million.  Now  conceive,  if  you  will,  a  great  map  of  the  United  States  on 
which  each  of  these  employees  is  represented  by  a  tiny  electric  light.  Some  are  moriqi 
along  the  familiar  tangled  lines  indicating  railway  systems,  but  the  greater  number  are 
stationary  and  grouped  about  the  large  terminals.  Everjrwhere  lights  are  being  eztin* 
guished,  sometimes  by  death,  more  often  by  the  resignation  or  discharge  of  an  emiUoyet; 
and  everywhere  new  lights  are  appearing  as  new  employees  are  hired.  Five  tames  s 
minute,  300  times  an  hour,  7200  times  a  day,  employees  are  being  lost  and  replaced. 
These  figures  are  assumptions  only,  but  they  are  conservative  and  probably  far  bdow 
the  facts."  From  an  article,  "  Mobilising  Intelligence  on  American  Raiboads,**  by 
Norman  Collyer  of  the  Southern  Pacific  Railway,  in  Railway  Age,  February  22.  1918. 
pp.  419-421. 

•  See  ibid.,  April  5.  1918,  pp.  907.  908.  Both  the  lack  of  men  to  do  repair  work 
and  the  character  of  the  repair  work  done  are  reflected  in  the  1917  report  of  the  In- 
spector of  Locomotives  to  the  Interstate  Commeree  OMnmisaion. 
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sidaation  to  which  they  are  entitled.  Furthennore,  in 
our  regulation  of  railways  in  normal  times,  the  charge 
which  should  be  made  for  service  has  been  emphasiMd. 
The  character  of  the  service  itself  has  received  too  litUe 
attention.^  It  is  therefore  pertinent  to  inquire  to  what 
extent  the  transportation  facilities  of  this  country  were 
inadequate  even  before  the  world  war;  to  try  to  discover 
the  causes  for  this  condition  of  affairs;  to  examine  the 
consequences  of  such  inadequacy;  and,  finally,  to  sug- 
gest wherein  our  regulation  and  control  of  railways  in 
future  should  give  more  attention  to  the  sufficiency  and 
efficiency  of  the  service.  Such  a  study  of  our  transporta- 
tion system  is  of  value  whether,  as  a  result  of  the  war,  we 
have  government  ownership,  or  whether  the  roads  be 
returned  to  their  owners. 

The  extent  to  which  the  American  transportation 
system  has  failed  at  times  in  the  past  to  meet  the  de- 
mands made  upon  it,  is  very  difficult  to  measure. 
Statistics  of  so-called  car  shortage  register  in  a  general 
way  the  inability  of  the  railroads  to  move  traffic  which 
is  offered  to  them;  but,  as  will  appear  later,  the  popular 
view  is  narrow  in  assuming  that  the  inability  of  carriers 
to  meet  the  demands  made  upon  them  is  necessarily 
due  to  a  shortage  of  equipment.  In  January,  1907,  the 
American  Railway  Association  began  the  publication  of 
statistics  of  car  shortage.'    Table  I  (Appendix,  p.  175, 

1  flee  itatement  of  Commiarioner  MeChord,  before  National  Aaeoeiataoii  Railway 
ComnuMioDen.    Prowwdingn.  1908,  p.  15. 

s  Fifty  of  the  largest  companies  were  chosen  and  asked  to  give  facta  concerning  ear 
diortages  and  car  surpluses.  The  first  report  was  made  on  January  2, 1907;  the  second 
oo  February  6,  1908.  By  that  time  the  committee  was  so  discouraged  by  the  large  ear 
shortage  that  they  did  not  make  up  another  report  imtil  April,  1906.  Then  the  Ameri- 
mn  Railway  Association  met  and  instructed  the  committee  to  secure  statistics  ersiy 
two  weeks.  These  instructions  were  carried  out  after  that  with  the  exception  of  tiw 
period  from  October  16  to  February  1,  1915,  when  the  car  surplusage  was  so  great  and 
railroad  depression  so  marked  that  the  American  Railway  Association  temporarfly 
discontinued  the  compilation  as  a  matter  of  economy.  After  February  1, 1915,  tiw  step 
Hatiss  ware  compiled  onoe  each  month  by  the  Association.    The  U.  8.  RaOroad 
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infra)  gives  these  statistics  from  January  2, 
i  throu^  1917.^    This  table  indicates  the  ability 

raihx>ad8  to  furnish  equipment  in  various  yec 
during  certain  seasons  of  the  year.  It  will  be  ol 
from  the  column  marked  ''  Net  Shortage ''  th 
ditions  were  acute  in  January  and  February  o 
I  that  the  net  shortage  disappeared  in  July,  19( 

I  appeared  again  in  September  of  that  year  and  co\ 

until  the  latter  part  of  November.  No  net  si 
appeared  again  until  November  of  1909,  and  th 
to  a  minor  extent.  Not  until  the  fall  and  winter 
was  there  another  net  shortage,  which  was  only 
less  severe  than  that  of  the  corresponding  pe 
1907,  but  it  continued  somewhat  longer  than  1 
With  the  exception  of  a  slight  scarcity  for  a 
month  in  the  fall  of  1913,  no  furtiier  net  short 
peared  imtil  the  first  of  March,  1916.  This  coi 
for  that  month  only;  but  was  followed  by  i 
shortage  beginning  in  September,  which  has  coi 
since  with  varying  degrees  of  intensity. 

Examination  of  Table  I  and  Chart  I  (based  on 
Table  I)  shows  that  it  is  unusual  for  any  car  shoi 
occur  in  the  spring  months  and  that  it  is  heaviest 
the  autumn.  The  figures  show  that  in  April,  19& 
was  a  surplus  of  equipment  of  413,338  cars;  thi 
November,  1913,  to  March,  1916,  there  was  a  con 
surplus  of  equipment,  the  niunber  reaching  200,0( 
in  the  month  of  October,  1914,  when  the  America 
way  Association  as  an  economy  measure  discoi 
its  statistics.     When  the  Association  resimoted  1 

istration  has  not  continued  these  statistics.  See  Proceedinss  National  . 
Railway  Commissioners,  1908,  p.  43.  The  figures  in  Table  I  have  been  t 
American  Railway  Association  BuUetin  No.  6,  February  6,  1917,  and  fn 
later  bulletins.  Many  valuable  statistics  also  in  Proceedinss  Amerioan  Rai 
oiation,  vol.  vii,  pp.  522-575.  See  also  House  Report  No.  1553,  64th  Coi 
Session,  to  accompany  H.  R.  20352,  pp.  1-12. 

1  Statistics  as  given  in  Table  I  have  not  been  continued  ainoe  the  rail 
taken  over  by  the  government. 
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lection  of  statdstdcs  on  February  1,  1915,  the  surplus 
amounted  to  over  279,000.  The  shortage  after  the 
spring  of  1916,  as  is  well  known,  was  coincident  with  a 
heavy  war  traffic. 

StatistJcs  of  car  location  indicate  that  certain  sections 
of  the  United  States  suffer  much  more  than  others  on 
account  of  car  shortage.*  For  example,  box  cars  con- 
siderably in  excess  of  ownership  were  on  the  lines  serv- 
ing what  are  known  as  New  England,  Southeastern, 


Trunk  line  and  Central  Freight  Association  territories, 
represented  on  Map  I  *  as  groups  1,  2, 3,  and  4.  All  the 
other  groups  were  deficient  in  this  class  of  equipment 
in  comparison  with  their  ownership.  Southern,  South- 
eastern and  Trunk  Line  territory,  represented  by  groups 
2,  4,  and  5  on  Map  II,  are  the  sections  that  had  less 

>  Ctlmiatoiii  rt«t«iDmU  tn  gJTBc  in  Fronwrtirm  of  Ametiem  lUilwMi  Aj»nd«HMi, 
^ti.tii,vp.SU-itb.    MoreraeetitiUtiniawenpnHDtslbTF.  B.  Dow.Bttonwrlor 
m  Cddudubod  in  Heuin*!  oo  SeuK  Bill  (S36).  May  3.  1917. 
liliahed  by  Ameruan  RuliAjr  AMOoatioa  v*  now  publiilked 
i,  Rulrowl  AdminiaUmtion. 
1.  ibid..  kK.  dt. 
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gondola^  coal  and  coke  cars  on  their  lines  than  they 
owned.  In  1916  the  state  of  Nebraska  memorialued 
Congress  to  enact  legislation  which,  among  other  things 
would  insure  the  return  of  equipment  to  the  roads  in 
that  section.^  Conditions  were  so  bad  in  Illinois  about 
the  same  time  that  the  Chairman  of  the  Public  Utilities 
Conmussion  of  that  state  made  a  trip  to  the  seaboard  to 
try  to  find  out  why  railroad  equipment  of  western  lines 
was  being  detained  in  the  East.  He  maintained  that 
grain  elevators  in  Illinois  were  full  and  that  some  eleva- 
tors had  received  but  one  empty  car  a  week,  in  some 
cases  but  one  car  per  month.'  On  a  tour  in  March,  1918, 
through  seven  states  of  the  far  West  and  Northwest  for 
the  United  States  Department  of  Agriculture,  to  stimu- 
late a  greater  acreage  of  spring  wheat,  President  Thomp- 
son of  Ohio  State  University  found  that  many  of  the 
alleged  violations  of  the  rules  of  the  Food  Administra- 
tion in  that  area  were  due  to  the  shortage  of  cars  and 
transportation  service.  Areas  that  had  much  wheat 
could  secure  no  substitutes;  many  smiall  places  were 
reported  to  have  received  but  one  car  per  month ;  pota- 
toes were  rotting  in  Idaho  because  they  could  not  be 
marketed ;  live  stock  in  some  areas  were  almost  star\'- 
ing,  while  but  twelve  hours  away  by  rail,  hay  was  rot- 
ting that  could  be  transported. 

In  view  of  such  unequal  distribution  of  equipment 
among  railway  systems,  it  is  not  surprising  to  learn  that 
the  Interstate  Commerce  Commission  discovered  in  its 
investigations  in  1906  that  in  furnishing  cars,  railroads 
stipulated  that  their  equipment  should  not  go  beyond 
their  own  line.^    If  the  shipper  did  not  care  to  consent 

1  For  copy  of  niemorial,  see  Hearings  before  House  Committee  on  Interstate  and 
Foreign  Commerce.  64tb  Congress.  2nd  Session,  on  H.R.  10546  and  H.R.  20256  and  H Jt 
20352.  hereafter  referred  to  as  "  Esch  Hearings." 

«  Esch  Hearings,  p.  41. 

I  Kansas  City  Hearings,  pp.  192,  196;  Minneapolis  Hearings,  p.  137;  St.  Louis 
Hearings,  pp.  3.  4,  7,  8.  36,  117,  118.  See  note  3,  p.  139.  See  also  Railway  Age.  April 
26, 1907,  p.  683. 
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to  this  arrangement,  he  received  no  cars.  That  the 
roads  have  continued  to  resort  to  this  method  of  keeping 
their  equipment  at  home  is  seen  from  the  evidence  which 
was  given  to  Conmiissioner  McChord  at  Louisville, 
Kentucky,  in  November,  1916.* 

The  consequences  of  the  inadequacy  of  the  transpor- 
tation system  have  been  so  insistently  forced  upon  our 
attention  since  the  outbreak  of  the  war  that  comment 
concerning  recent  conditions  is  unnecessary.  But  it  is 
not  generally  appreciated  that  transportation  has  been 
carried  on  imder  intermittent  embargoes  upon  freight 
for  more  than  a  decade.  Conditions  were  so  bad  more 
than  ten  years  ago  that  the  Interstate  Conunerce  Com- 
mission made  investigations,  taking  testimony  relative 
to  conditions  at  widely  separated  points.'  Substantially, 
all  told  the  same  story  of  failure  of  transportation  facili- 
ties and  resulting  conunercial  embarrassment  and  loss.' 
The  investigations  of  the  Interstate  Conunerce  Com* 
mission  at  that  time  showed  clearly  that  the  business 
o£Fered  to  the  carriers  was  far  beyond  the  transportation 
facilities.  The  Conmiission  was  informed  that  farmers, 
especially  in  the  Northwest,  were  unable  to  market  their 
grain  because  of  the  inability  of  the  carriers  to  serve 
them;  and  that  grain  was  being  stored  on  the  groimd  in 
some  instances  in  bins  eighteen  to  thirty  feet  deep,  and 
covering  acres  of  groimd.*  The  testimony  taken  by  the 
Commission  showed  that  the  coimtry  elevators  were 

1  42  I.  C.  C.  R.  667  (602). 

s  Twtiinoiiy  wm  t*k«ii  relative  to  conditions  in  such  widely  eeparated  areM  aa  the 
him^^  ixrodncang  regioDa  of  Oregon  and  Washington,  the  Southern  ootton  belt,  the 
West  Virginia  ooal  fields,  and  the  grain  fields  of  Iowa,  Kansas,  Nebraska,  and  the 
Northwest. 

*  Testimony  in  Senate  DooumenU,  59th  Congress,  2nd  Session,  Nos.  233  (pp.  1-276) 
and  333  (pp.  1-602).  Document  No.  233  contains  the  testimony  taken  at  St.  Louis  and 
FstiMS  City.  The  testimony  taken  at  both  places  is  paged  consecutively  in  this  docu- 
ment, hereafter  referred  to  as  "St.  Louis  Hearings"  and  "Kansas  City  Hearings." 
likawise  Document  No.  333  contains  the  testimony  taken  at  Minneapolis  and  Chicago, 
hereafter  referred  to  as  "  Minneapolis  Hearings  "  and  **  Chicago  Hearings." 

*  Raflway  Age,  December  7,  1906,  p.  722. 
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full  because  grain  could  not  be  shipped  to  important 
terminal  elevators.  Up  to  the  time  the  Interstate  Conh 
merce  Commission  made  the  investigation,  in  the  latter 
part  of  Dec^nber,  1906,  important  terminal  elevat(HB 
had  not  been  more  than  one-third  full.^  Natiurally  this 
meant  much  loss  to  the  farmers,  not  only  from  grain 
spoiling  or  its  destruction  by  vermin,'  but  also  because 
grain  buyers  insisted  upon  much  wider  margins  in  all 
purchases,  and  hence  offered  a  lower  price  to  the 
farmer.'  In  some  instances  grain  dealers  refused  to  buy 
grain  at  any  price,  because  of  the  uncertainty  of  getting 
it  to  market  or  the  likelihood  of  damage  through  heating 
due  to  the  unusual  length  of  time  it  would  be  in  transit* 
Selling  grain  in  terminal  markets  on  contracts  was  ex- 
tremely difficult  if  not  impossible.  Purchase  at  a  kns 
was  sometimes  necessary  to  cover  such  contracts.'  This 
uncertain  movement  of  wheat  and  lack  of  transportaticm 
meant  that  flotu-  mills  were  often  forced  to  shut  down, 
in  some  instances  for  two  months  at  a  time.'  All  this 
meant  that  farmers  were  forced  to  borrow  money  and 
pay  interest  on  it  and,  in  some  instances,  to  pay  storage 
and  insurance  on  grain,  which  later  they  were  compelled 
to  sell  at  a  reduced  price.  The  president  of  a  national 
bank  in  the  Northwest  presented  to  the  Commission 
letters  from  350  banks  in  his  state  that  had  accounts 
with  his  bank  showing  that  farmers  were  obliged  to  hold 
their  wheat  because  of  lack  of  cars;  and  he  indicated 
that  altho  ordinarily  he  would  not  be  lending  a  dollar  to 

»  12  I.  C.  C.  R.  561  (563). 

>  Chicago  Hearings,  pp.  396.  410,  420.  474.  475;    St.  Louis  Hearincs.  p.  71,  and 
Minneapolb  Hearings,  p.  117. 

*  Minneapolis  Hearings,  pp.  31,  97.  98-99,  113-114,  130,  133, 108;    Kaona  CHy 
Hearings,  pp.  270-271. 

*  Kansas  City  Hearings,  p.  212;  St.  Louis  Hearings,  p.  50;   Minxieapolis  Hearings, 
p.  14. 

*  Minneapolis  Hearings,  p.  102. 

*  Kansas  City  Hearings,  pp.  232,  270-271,  272;  St.  Louis  Hearinga,  p.  48;  Minne- 
apolis Hearings,  p.  133. 
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these  banks  at  that  time  of  year,  he  had  within  a  sixty- 
day  period  extended  credit  to  these  correspondents  to 
the  extent  of  $600,000.^ 

There  was  much  trouble  also  in  the  marketing  of 
live  stock  throughout  the  important  live  stock  areas.* 
Dealers  waited  for  cars  weeks  and  even  months.  In 
instances  where  it  was  necessary  to  drive  live  stock  some 
distance  to  the  station,  it  had  to  be  kept  in  yards  or 
small  pastures  while  waiting  for  cars.  This  often  meant 
shrinkage  in  the  weight  of  fat  cattle  to  the  extent  of  200 
pounds  per  head.  It  was  sometimes  necessary  to  wait 
so  long  for  cars  that  it  was  too  great  a  sacrifice  to  market 
eattle,  and  they  were  driven  back  to  pasture.  Those 
who  were  forced  to  sell  their  live  stock,  after  waiting  for 
weeks  for  cars  at  one  station,  were  compelled  to  drive 
them  across  the  prairie  from  seventy-five  to  two  hundred 
miles  to  another  railroad,  there  again  to  find  conditions 
but  little  better.'  The  president  of  the  American  Live 
Stock  Association  testified  that  in  Texas  the  delays  in 
shipping  cattle  extended  from  two  months  to  "  any 
indefinite  length  of  time."  ^  The  secretary  of  the  same 
Association  testified  that  in  Wyoming  it  had  been  neces- 
sary to  hold  sheep  at  the  loading  station  from  thirty  to 
sixty  days;  and  then  in  some  instances  it  was  necessary 
to  trail  them  for  two  himdred  miles  across  the  coimtry  to 
another  railroad.*  It  was  sometimes  necessary  to  dip 
dieep  as  many  as  three  times  while  waiting  for  cars.* 

1  MimiMpolis  Hearincs,  pp.  119-120;  12  I.  C.  C.  R.  564;  for  similar  testimony  by 
other  bankers  and  elevator  men,  see  Minneapolis  Hearings,  pp.  117,  132,  170. 

*  It  was  contended  in  the  Kansas  City  Hearings  (p.  148)  that  stock  men  of  Pan- 
handle, Texas,  alone  lost  hundreds  of  thousands  of  dollars  because  of  inability  of  rail- 
roads to  furnish  tranq>ortation. 

t  Testimony  relative  to  the  trouble  live  stock  shippers  had  in  securing  railway  ser- 
viee,  in  Kansas  City  Hearings,  pp.  147,  148,  151.  153,  154.  155-158, 162, 163. 166, 173, 
174, 175. 183,  190;  St.  Louis  Hearings,  pp.  69-70, 115-116;  also  Senate  Doc.  311,  60th 
Congress,  1st  Session  (1008),  Hearing  on  8.  3644,  pp.  1-134. 

*  St.  Louis  Hearings,  p.  145. 

*  Kansas  City  Hearings,  p.  177. 
•n»L.p.l62. 
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Furthermore^  when  cars  were  furnished  for  live  stock, 
trains  moved  so  slowly  that  it  meant  much  shrinkage 
before  markets  could  be  reached.^  Railroads  even  pro- 
vided contracts  which  it  was  said  "  shippers  had  to 
sign  "*  which  gave  the  railroad  the  right  to  ask  a  shipper 
to  unload  at  the  terminal  of  their  road  in  order  to  keep 
their  equipment  from  going  off  their  own  line.'  Hence 
shippers  were  often  seriously  limited  in  the  markets 
they  were  able  to  reach  without  great  inconvenience 
and  loss. 

In  the  South  there  was  much  trouble  in  the  shipment 
of  cotton.  Railroad  platforms  were  piled  full,  and  it  was 
stacked  upon  the  ground.^  Lumber  mills  found  it  im- 
possible to  run  much  of  the  time.  ^  The  President  of  the 
St.  Louis  Lumber  Exchange  testified  before  the  Inter- 
state Conunerce  Conmussion  that  it  was  impossible  to 
sell  liunber  on  contract.*  This  meant  that  building 
operations  in  many  states  were  interfered  with.  Some 
building  concerns  of  much  stability  were  on  the  verge 
of  bankruptcy.^  All  lines  of  business  were  of  course 
much  affected  by  the  transportation  furnished  the  coal 
mines;  many  mines  were  closed  or  operated  but  part 
time.*  In  1906,  in  some  places  in  the  Northwest,  schools 
and  public  utilities  were  without  coal.'     In  some  in- 

1  8t.  Louis  Hearings,  pp.  116,  147;  Kansas  City  Hearings,  pp.  162,  189. 
s  See  Senate  Doc.  311.  60th  Congress.  Ist  Session  (1908),  pp.  81.  88. 

*  Copy  of  such  a  contract  (the  Atchison,  Topeka  &  Santa  Fe  Railway  Co.)  giren 
in  ibid.,  pp.  81-87.  Some  railroads  went  to  much  expense  in  unloading  dead  carload 
freight  in  order  to  keep  their  own  cars  on  their  own  lines.  Kansas  City  Hearings,  p. 
226.  Naturally  all  this  unloading  for  shipment  to  destination  in  other  cars  meant 
terminal  congestion. 

*  St.  Louis  Hearings,  pp.  18-19,  20,  23. 

*  Ibid.,  pp.  02-64.  137;  Chicago  Hearings,  pp.  387,  424-427;  Minneapolis  Hear> 
ings,  pp.  196-197. 

*  St.  Louis  Hearings,  p.  62. 
»  12  I.  C.  C.  R.  569. 

*  12  I.  C.  C.  R.  568;  Minneapolis  Hearings,  pp.  27,  66,  67,  60,  73,  74.  76,  86-87. 171; 
Chicago  Hearings,  pp.  309.  431 ;  St.  Louis  Hearings,  pp.  20,  25.  37;  Kanaas  City  Hear- 
ings, pp.  143,  195,  199,  200,  203. 

*  Minneapolis  Hearings,  p.  235. 
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stances,  railway  fuel  was  used  by  cities;  ^  in  others,  busi- 
ness establishments  were  closed  and  coal  was  given  out 
in  sacks  to  keep  people  from  freezing.*  Action  on  the 
part  of  the  Interstate  Commerce  Conunission  was  neces- 
sary in  securing  cooperation  of  railway  officials  in  charge 
of  traffic  to  give  priority  to  rush  coal  shipments  into 
some  sections.'  Coal  cars  were  put  even  into  passenger 
trains.^  All  this  evidence  reads  much  like  that  which 
has  been  in  the  daily  press  since  the  United  States 
entered  the  war;  but  it  must  not  be  forgotten  that  the 
situation  here  described  existed  more  than  ten  years  ago 
without  any  abnormal  war  traffic  to  move. 

In  attempting  to  determine  the  causes  for  the  above 
described  inadequacy  of  transportation  facilities  in  time 
of  peace,  attention  may  be  given  to  the  growth  of  traffic 
in  comparison  with  the  expansion  of  the  railway  plant, 
to  the  significance  of  large  areas  producing  raw  ma- 
terials, to  the  responsibility  of  the  railroads  themselves, 
to  the  shippers'  contribution  to  the  situation,  and  finally 
to  the  program  of  government  regulation. 

According  to  statistics  of  the  Interstate  Commerce 
Conmiission,  the  ton  mileage  of  the  railroads  increased 
about  118  percent  in  the  eleven-year  period,  1895-1905 
inclusive;  while  during  the  same  period,  the  increase  in 
railway  mileage  was  about  21  per  cent.*  Three-foiuiihs 
of  this  new  mileage  was  in  new  sections  that  merely 
added  to  the  congestion  of  the  old.*  James  J.  Hill  told 
the  Interstate  Commerce  Commission  in  1906  that  the 

1  Miniwapoliw  Hearings,  pp.  03-94,  128-120. 
s  Ibid.,  p.  171;  Chicago  HearingB,  p.  300. 

*  Minneapolis  Hearings,  p.  02. 

*  Ibid.,  p.  284,  testimony  of  Howard  Elliott.  The  experience 4n  this  section  at  this 
time  contributed  toward  the  priority  given  in  1017  to  oca]  destined  for  pmnts  beyond  the 
Lakes  in  order  that  an  ample  supply  might  be  transported  before  the  dose  of  navigation. 

*  Statistics  of  Railways  in  U.  8.,  1005.  pp.  12,  67-60. 

*  Minneapcdis  Hearings,  p.  205,  testimony  of  J.  J.  Hill. 
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commerce  of  the  comitry  and  its  growth  was  agunst  a 
stone  wall  so  hi^  that  it  was  not  possible  to  see  the  top 
of  it.  He  maintained  that  it  was  as  impossible  to  Ixm 
an  inch  hole  with  a  half-inch  auger  as  it  was  to  drive  the 
business  then  being  offered  throu^  the  facilities  which 
the  railroads  had.^  Hill  contended  that  ccmditions  were 
growing  worse;  that  there  should  be  an  additi^m  to  the 
railway  mileage  that  then  existed  of  from  25  to  33  per 
cent;  that  in  addition,  there  would  need  to  be  much 
spent  for  new  equipment,  reduction  of  grades,  double 
tracking,  and  terminal  facilities.  He  believed  it  would 
be  necessary  to  spend  at  least  $5,500,000,000  ^»^£lP 
a  period  of  five  years  to  make  the  railroads  equal  to  the 
task  then  before  them.*  That  the  railroads  had  more 
business  than  they  could  handle  in  1906  is  clear  from  the 
testimony  of  many  railway  officeis  in  the  investigation 
of  the  Interstate  Conunerce  CommJRsion  at  that  time. 
The  general  manager  of  the  Northern  Pacific  Railroad 
testified  that  in  some  instances  they  did  not  place  cars 
in  competitive  territory,  in  the  hope  that  the  other  rail- 
roads would  take  the  business.'  The  third  vice-presi- 
dent of  the  Rock  Island  Railroad  stated  that  his  road 
followed  the  practice  of  trying  to  get  customers  to  ship 
over  other  roads.*  The  general  superintendent  of  freight 
transportation  of  the  Pennsylvania  lines  west  of  Pitts- 
burgh stated  that  their  agents  were  instructed  to  try  to 
persuade  shippers  to  ship  by  other  lines.* 

In  the  eleven-year  period  1906-16  inclusive,  the  ton 
mileage  increased  nearly  60  per  cent,  while  mileage 

>  MinneapoIiB  Hearing,  loc.  cit.,  Howard  Elliott  made  similar  statements,  rbid^ 
pp.  281-291.    See  also  St.  Louis  Hearings,  pp.  93-94;  Kansas  City  Hearincs,  p.  215. 

>  Minneapolis  Hearings,  p.  296;  St.  Loiiis  Hearings,  p.  15;  Kansas  City  Hearings, 
p.  185.  See  statement  of  Manager  of  Transportation  Dept..  Chicago  Board  of  Trade. 
Railway  Age,  vol.  44,  pp.  614-619. 

*  Minneapolis  Hearings,  p.  221. 

*  Chicago  Hearings,  p.  317. 

*  St.  Louis  Hearings,  p.  91. 
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about  16  per  cent.^  In  other  words,  it  appears 
that  the  transportation  plant  as  a  whole  has  not  kept 
pace  with  the  growth  of  traffic.  In  the  annual  report  of 
the  Interstate  Commerce  Commission  for  1916,  it  is 
claimed  that  whenever  business  generally  is  good  and 
times  are  prosperous,  there  is  widespread  difficulty  and 
complaint  due  to  inability  to  secure  satisfactory  trans- 
portation services  from  the  railroads.  The  Commission 
points  out  that  this  difficulty  recurs  during  the  fall  and 
winter  months  of  practically  every  year  with  regard  to 
transportation  of  coal,  and  usually  also  in  connection 
with  the  movement  of  grain  when  the  crops  are  good.' 
Inefficient  and  imsatisfactory  railway  service,  how- 
ever, may  result  from  the  improper  use  of  facilities  as 
well  as  from  their  insufficient  supply,  and  it  is  this  phase 
of  the  problem  with  which  this  article  is  concerned. 
Adequacy  of  the  railway  plant  as  a  whole  would  not 
necessarily  guarantee  satisfactory  service  to  different 
classes  of  shippers  or  to  the  different  sections  of  the 
United  States.  Evidence  has  already  been  given  (Maps 
I  and  II)  which  indicates  that  some  sections  of  the 
country  suffer  very  much  more  than  others  from  a  short- 
age of  equipment.  A  fundamental  reason  for  this  is  that 
this  large  country  is  roughly  divided  into  areas  which 
produce  raw  materials,  and  into  sections  which  engage 
in  various  lines  of  manufacture.  Areas  producing  bulky 
raw  materials  must  have  many  cars  to  serve  their  needs 
for  outbound  loading;  furthermore,  the  movement  of 
cars  under  load  into  such  areas  is  light,  and  therefore 
such  areas  of  "  one-way  "  shippers  find  it  difficult  to 
secure  aU  the  equipment  they  need.  To  this  perfectly 
natmul  force,  which  tends  to  bring  about  a  very  unequal 

>  Annual  Report  I.  C.  C,  1916;  table  facing  p.  74;  Statistics  of  Railways  in 
United  SUtes.  1906,  p.  16;  and  Abstract  SUtistics  of  Steam  Railways  in  United  SUtes 
(L  C.  C.  R.).  1916,  pp.  2.  6. 

*  Annual  Report  I.  C.  C,  1916,  pp.  67-68. 
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distribution  of  railway  equipment  and  great  inequalities 
in  railway  service,  must  be  added  several  others.  The 
railroads,  the  shippers,  and  regulating  bodies  are  all 
responsible  to  some  extent  for  this  condition  of  affairs. 
The  general  public  has  generally  held  the  carriers 
responsible  for  inadequate  transportation  facilities. 
There  is  a  widespread  belief  that  railroads  are  account- 
able for  the  trouble  because  of  a  shortage  of  cars.  It  is 
a  fact  that  certain  railroads  do  not  have  adequate  rolling 
stock.  ^  Indeed  some  small  railroads  have  no  cars  what- 
ever, and  they  rely  wholly  upon  their  connections  for 
equipment.*  In  one  state  in  1907,  railroads  having  10 
per  cent  of  the  total  mileage  relied  entirely  upon  other 
lines  for  their  equipment.'  In  the  late  eighties,  railroads 
sometimes  made  contracts  to  '^  furnish  cars  "  used  in 
traffic  with  other  roads,  the  assumption  being  that  the 
roads  making  the  contract  were  to  furnish  their  own 
cars ;  if  they  did  not,  they  were  to  assume  the  mileage  on 
any  foreign  cars  used  in  this  joint  business.*  Evidence 
indicates  that  railroads  assumed,  but  in  many  instances 
did  not  pay,  the  mileage  to  the  road  that  owned  the  cars.* 
In  view  of  conditions  in  1906  and  1907,  it  was  natural 
that  the  American  Railway  Association,  at  its  meeting 
in  October,  1907,  should  have  adopted  a  resolution  that 
it  was  ^'  a  basic  principle  that  ultimately  every  road 
should  furnish  sufficient  equipment  to  take  care  of  its 
local  traffic  moving  within  the  confines  of  its  own  road, 
and  also  its  proportion  of  all  equipment  required  for 
through  traffic.''  *  The  Interstate  Commerce  Commis- 
sion through  Conmiissioner  Cooley  early  laid  down  the 

»  1  I.  C.  C.  R.  775;    12  I.  C.  C.  R.  573;   St.  Louia  Hearings,  pp.  3.  4.  119,  120; 
Kansas  City  Hearings,  pp.  184,  185. 

*  Proceedings  National  Association  Railway  Commissioners,  1012,  pp.  243-244. 
»  12  I.  C.  C.  R.  574. 

*  Proceedings  American  Railway  Association,  vol.  i,  p.  183. 
»  Ibid.,  loc.  cit. 

*  Ibid.,  vol.  V,  p.  37. 
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ever,  that  there  were  actually  fewer  cars  in  service  in  the 
United  States  in  1915  than  in  1914,  and  few»  in  1916 
than  in  1915;  ^  and  this  lack  of  equipment  combined 
with  an  enormous  war  traffic  has  of  course  caused  much 
embarrassment.  In  1914  and  1915,  the  railroads  did  not 
buy  the  usual  number  of  cars.  In  1916,  they  were  un- 
able to  secure  them.  Much  railway  equipment  has 
been  made  in  the  United  States  for  our  allies,  and  some 
car  manufacturers  ceased  to  engage  in  the  prosaic  busi- 
ness of  manufacturing  railway  equipment  because  of 
better  opportunities  in  other  lines. 

Without  attempting  to  minimize  the  imix>rtance  of  a 
shortage  of  rolling  stock,  which  at  times  causes  much 
embarrassment,  it  must  be  pointed  out  that  the  problem 
is  one  which  involves  much  more  than  a  mere  deficiency 
of  equipment.  As  Conmiissioner  Lane  indicated  more 
than  ten  years  ago,  the  problem  of  car  shortage  is  one 
which  is  connected  with  every  factor  of  railroading  — 
the  construction,  operation,  maintenance  and  financing. 
He  rightly  maintained  that  the  problem  of  transporta- 
tion is  so  closely  interwoven  with  the  fabric  of  our  com- 
mercial organization  that  one  may  not  lightly  say  what 
are  the  multitudinous  considerations  which  necessarily 
enter  into  so  simple  a  question  as  the  reason  why  a  car 
is  not  at  once  forthcoming  when  ordered.  As  he  pointed 
out,  the  inability  of  the  shipper  to  secure  a  car  may  be 
but  a  symptom  of  a  deep  seated  and  organic  trouble.* 
Examination  of  Table  I  indicates  that  much  attention 
which  has  been  given  to  the  subject  of  car  supply  might 
better  have  been  given  to  the  conditions  which  afifect 
car  operation.'    In  fact,  at  times  when  there  has  been 

1  The  numbers  were  as  follows:  1014,  2.325,647;  1915,  2.318,305;  1916.  2.298.263; 
Annual  Report  I.  C.  C,  1916.  table  facing  p.  74;  I.  C.  C.  Abstract  of  SUtistics  ol 
Steam  Railways  in  the  United  SUtes,  1916,  p.  3. 

«  12  I.  C.  C.  R.  574-575. 

>  See  statement  of  J.  J.  Hill,  Minneapolis  Hearings,  p.  298;  Prooeedings  National 
Association  Railway  Commissioners,  1912,  pp.  246-247. 
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would  have  Bknpped  this  raflroad  of  its  equipment, 
leaving  the  oUier  buaness  along  its  line  to  go  to  rain. 
.  .  ."  The  OmunisBion  cont^ided  further  that  the 
lailroad's  "  first  and  most  paramount  legal  duty  to  the 
shipping  public  was  to  make  its  ^itire  freight  equipmmt 
do  its  utmost  in  serving  the  shippers  along  its  own 
line.  .  .  ."  ^  With  the  growth  of  the  country,  it  has 
been  necessary  to  develop  standard  gauge  '  and  to  con- 
sider railroad  equipment  something  like  a  n^ptiable 
instrument.  It  is  now  imperative  that  cars  be  sent 
freely  from  one  system  to  another,  hence  the  vital  im- 
portance of  equitable  car  s^idce  rules  and  their  hon- 
est observance. 

When  carriers  began  to  interchange  equipment  in 
through  traffic,  they  paid  for  it  on  a  mileage  basis.  This 
led  to  great  abuses.  The  method  of  computing  mileage 
often  made  it  impossible  for  a  railroad  to  get  any  pay 
for  the  use  of  its  cars  in  the  local  service  of  another  rail- 
road, and  such  local  usage  was  widely  practiced.'  There 
was  much  dishonesty  in  making  reports,  and  foreign 
equipment  was  much  used  for  storage  purposes  under 
the  mileage  plan.  Finally  in  1902,  this  basis  gave  way 
to  the  per  diem  method  of  payment.*  As  soon  as  this 
system  went  into  effect,  the  conmiittee  on  car  service  of 
the  American  Railway  Association  was  able  to  report 
improvement  in  the  return  of  cars  to  their  owners,  which 
resulted  in  an  increase  in  the  available  car  supply.  *   The 

1  Riddle.  Dean  A  Co.  v.'  PitUburgh  A  Lake  Erie  R.  R.  Co.;  1 1.  C.  C.  R.  688  (693). 

'  Altho  the  st&ndardixation  of  the  gauge  of  American  railroads  was  carried  out 
principally  between  1860  and  1870,  the  standing  resolution  of  the  American  Railway 
Association  that  the  standard  gauge  should  be  4  ft.  Si  in.  was  not  adopted  until  April  7. 
1897.    Proceedings,  vol.  vii,  p.  1220. 

»  Ibid.,  Tol.  i.  p.  1S3. 

*  Ibid.,  loc.  cit.;  for  summary  of  objections  against  the  mileage  b«ais.  see  ibid.,  vol. 
ii,  p.  748;  history  of  per  diem  from  its  proposal,  April  25,  1900.  to  its  final  adoption  is 
given  in  ibid.,  vol.  iii.  pp.  160-168,  198-215,  251-263,  279.  280,  292.  410-415.  434. 
435,  552-595.  1019-1024. 

•  Ibid.,  vol.  iii,  p.  1039. 
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per  diem  was  twenty  cents  per  day  in  the  beginning,  but 
it  has  been  modified  from  time  to  time  in  an  attempt  to 
make  it  to  the  interest  of  carriers  to  return  equipment 
promptly.  But  even  increased  per  diem  charges  do  not 
retiun  cars  when  there  is  a  great  demand  for  them  and 
when  it  is  profitable  to  use  foreign  cars  in  local  service. 

Statistics  of  car  location  (Maps  I  and  II)  show  that 
cars  accumulate  in  certain  sections  of  the  country  in 
certain  months  of  the  year.  As  has  been  suggested,  this 
is  the  result  in  part  of  traffic  taking  its  normal  channels, 
but  it  is  also  due  to  the  fact  that  car  service  rules  are 
honored  more  in  the  breach  than  in  the  observance 
when  there  is  much  demand  for  equipment.  The  rail- 
roads frankly  confessed  this  fact  before  Commissioner 
McChord  in  the  Hearing  at  Louisville,  Kentucky,  in 
November,  1916.^  The  record  in  this  hearing  shows  that 
the  Car  Service  Commission  of  the  American  Railway 
Association  found  over  40,000  violations  of  car  service 
rules  in  the  month  of  June,  1916,  and  that  the  evidence 
was  so  overwhelming  that  f\ui;her  inspection  was  aban- 
doned.' Such  a  practice  on  the  part  of  the  railroads 
places  a  great  burden  on  those  sections  of  the  country 
which,  as  has  been  indicated,  produce  mainly  raw  ma- 
terials, the  sections  which  normally  load  much  freight 
out  but  receive  little  inbound  freight.  Whenever  there 
is  a  heavy  demand  for  cars,  such  sections  suffer  much 
from  car  shortage,  for  they  cannot  provide  themselves 
with  empties  like  sections  that  are  receiving  a  constant 
stream  of  cars  under  load.  It  is  evident  that  the  '^  one- 
way "  shippers  are  dependent  upon  a  fair  observance  of 
car  service  rules  for  a  supply  of  equipment. 

The  effect  upon  the  railways  in  such  regions  is  equally 
apparent.    Railway  systems  in  the  West  suffer  severely 

>  Car  Supply  Inveatisation,  Houae  Doo.  2116, 04th  CoogresB,  2nd  Seeaion,  p.  8. 
*  SeeteatimonyofCoinmiaaioner  Hall,  Each  Hearings,  pp.  36-37;  alao  Traffic  World, 
Noyember  11,  1916,  p.  956. 
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from  lack  of  equipment,  regardless  of  tiieir  origmal  sup- 
ply. Their  cars,  which  are  loaded  and  destined  to  the 
Atlantic  ports,  are  often  used  for  local  business  there  Gt 
are  loaded  and  sent  back  to  some  point,  say  in  Trunk  Line 
or  Central  Freight  Association  territory,  and  unloaded 
only  to  be  reloaded  and  sent  again  to  the  Atlantic  coast. 
In  1906,  James  J.  Hill  sent  a  representative  of  the  Great 
Northern  Railroad  to  the  East  to  discover  where  Great 
Northern  equipment  was  being  detained.  The  r^»e- 
sentative  found  that  their  equipment  was  being  used  to 
haul  ice  from  Maine  to  Boston  and  that  these  cars  had 
"  been  in  that  service  for  months  and  months."  ^  Thus, 
through  the  disregard  of  car  service  rules,  the  cars  of 
railway  systems  west  of  the  Mississippi  Riv»  shuttle 
back  and  forth  throughout  the  eastern  portion  of  the 
United  States.  Coal  mines  as  well  as  producing  areas 
belong  to  the  imfortunate  group  of  one-way  shippers. 
CJonsequently  railroads  which  serve  coal  mines  often 
find  it  difficult  to  secure  the  return  of  coal  cars  that  go 
beyond  their  own  lines.  A  typical  ease  of  this  sort  came 
before  the  Interstate  Commerce  Commission  in  1910. 
The  superintendent  of  transportation  of  the  Illinois 
Central  Railroad  had  attempted  to  seciu-e  an  agreement 
from  a  number  of  connecting  roads  that  they  would 
observe  ear  service  rules  and  return  coal  equipment 
promptly.    The  reply  of  the  Missouri  Pacific  is  typical. 

1  Testimony  of  Hill,  before  the  Interstate  Commerce  CommiasioQ.  l^Iinnempolis 
Hearinfiis,  p.  300.  Little  wonder  that  Hill  should  say:  "  The  car  thief  is  the  worst  kind 
of  a  thief.  Thieves  are  all  bad  but  I  think  the  car  thief  is  the  worst."  Ibid.,  loe.  dt. 
See  also  discussion  upon  the  adoption  of  the  per  diem  method  of  payment  before  the 
American  Railway  Aissociation  in  Proceedin^ES,  American  Railway  Aaaociation,  voL  iiL 
p.  565. 

A  little  road  in  Iowa  about  100  miles  long  said  to  have  the  largest  amount  of  cars  per 
mile  of  any  railroad  in  the  United  States  has  had  much  trouble  in  keeping  equipment 
adequate  to  their  needs  because  they  ship  out  clay  and  gypsum  products  that  go  to 
distant  points,  and  the  number  of  cars  that  come  over  their  system  under  load  does  not 
correspond  with  the  number  they  ship  out,  hence  in  a  time  like  the  last  two  shears  they 
have  much  trouble  from  car  shortage.  (See  a  statement  of  E.  D.  Chaasel  of  the  Railroad 
Commission  of  the  state  of  Iowa,  Hearings  before  House  Committee  on  Interstate  and 
Foreign  Commerce.  64th  Congress,  2nd  Session,  on  H.  R.  10546.  etc.,  p.  58.) 
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That  railroad  indicated  that  it  would  be  glad  to  observe 
the  car  service  rules,  unless  they  were  disregarded  by- 
other  lines.  In  that  event  it  would  be  compelled  to 
confiscate  whatever  cars  it  found  upon  its  lines.  The 
Illinois  Central  finally  issued  an  order  to  the  effect  that 
none  of  its  cars  could  be  loaded  with  coal  destined  for 
points  beyond  its  own  lines.  Whereupon  the  Missouri 
and  Illinois  Coal  Company,  which  was  thereby  pre- 
vented from  marketing  coal  on  its  contracts  in  St.  Louis, 
appealed  to  the  Interstate  Conmierce  Commission  for 
relief.  Reversing  the  earUer  decision  ^  it  was  held  that 
the  action  of  the  IlUnois  Central  was  illegal;  but  the 
Commission  made  no  order  in  the  case,  indicating  that 
it  was  the  first  duty  of  the  carriers  to  work  out  equitable 
car  service  rules  among  themselves.*  Clearly  the  refusal 
of  railroads  to  observe  their  car  service  rules  has  meant 
inequity  in  car  distribution  not  only  among  different 
shippers  and  different  sections  of  the  country  but  also 
among  the  railroads  themselves.  Such  practice  on  the 
part  of  the  carriers  gives  Uttle  incentive  to  any  individ- 
ual line  to  increase  its  car  supply.  Railways  are,  how- 
ever, not  altogether  responsible  through  non-observance 
of  car  service  rules  for  the  fact  that  railway  equipment 
becomes  congested  in  some  sections  and  lacking  in 
others.  Both  shippers  and  regulating  bodies  share 
this  responsibility. 

The  responsibility  of  shippers  for  the  inability  of 
carriers  to  render  adequate  service  is  greater  than  has 
conmionly  been  recognized.  Among  the  practices  of 
shippers  which  contribute  to  the  inadequacy  of  trans- 
portation facilities  may  be  mentioned  the  detention  of 
equipment  longer  than  is  necessary  to  imload  it,  the  use 
of  cars  for  storage  purposes,  the  abuse  of  the  reconsign- 
ment  privilege  and  finally  by  continuing  trade  customs 

>  See  p.  150,  note  1,  tupnL  «  22  L  C.  C.  R.  90  (41). 
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that  should  have  changed  vari  passu  with  enlarged 
capacity  of  railway  equipment.    These  practices  have 
meant  an  inefficient  use  of  equipment.    Bad  habits  of 
American  shippers  have  been  developed  to  a  great  ex- 
tent by  competition  between  carriers.    For  some  yean 
American  railroads  were  built  out  into  t^ritory  wha« 
nobody  lived,  and  from  that  point  on  out  to  wh^e 
nobody  cared  to  go.^    Because  of  the  excess  of  trans- 
portation facilities  it  was  natural  that  co^^)etition  be- 
tween carriers  should  have  brou^t  about  very  fiberal 
use  of  railway  equipment  by  shippers.    Some  railraads 
had  ample  warehouse  or  storage  room  which  they  gave 
free  to  shippers  in  order  to  get  their  business.    Othen 
that  did  not  have  storage  room  offered  their  cars  or  as 
was  often  the  case  the  cars  of  other  railroads.'   As  late 
as  1887  when  the  board  of  directors  of  the  New  York 
and  New  England  Railroad  reluctantly  permitted  the 
vice-president  and  general  manager  of  that  road  to  levy 
a  demurrage  charge  on  shippers  for  detention  of  equ^)- 
menty  the  competing  lines  with  the  exception  of  the 
Boston  and  Albany  began  soliciting  New  England  pa- 
trons with  promises  of  unlimited  car  storage.*    Altho 
earlier  attempts  *  than  that  of  the  New  York  and  New 
England  Railroad  were  made  to  levy  a  demurrage 
charge  for  detention  of  equipment  by  shippers  they  do 
not  appear  to  have  been  taken  seriously,^  especially  so 
far  as  it  affected  big  shippers  •  or  competitive  points.^ 
In  fact  any  one  railroad  found  it  very  difficult  to  insist 
upon  pajTnent  of  demurrage  without  a  loss  of  business, 

>  Se«  an  article  by  Charles  Francis  Adams,  North  American  Review.  April.  1875. 

>  Chica^  Hearings,  p.  337;   see  St.  Louis  Hearings,  p.  140;   Procc«dincB  National 
Association  Railway  Commissioners,  1909,  p.  214.  and  1914.  pp.  41-42. 

»  Railway  A«e,  February  8,  1907.  p.  171. 

«  Ibid.,  loc.  cit.;  also  R&ilroad  A«e  Gasette.  October  30.  1908.  pp.  1234-1236. 

*  Proceedings  National  Association  Railway  CommiaaioiierB,  1909.  pp.  236-237,  MO. 

*  Ibid.,  p.  221. 

*  18  I.  C.  C.  R.  38;  25  I.  C.  C.  R.  216.    Proceedings  American  Railway  Aswxaatioa. 
vol.  i,  p.  173. 
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emd  car  service  associations  were  finally  formed  to  col- 
lect ^  for  all  railroads.  Even  then  shippers  resisted  pay- 
ment of  these  charges  and  carried  their  cases  to  the 
Interstate  Conmierce  Commission  but  without  success.* 
The  extent  to  which  shippers  use  railway  equipment 
Tor  storage  purposes  is  difficult  to  measure.  Reporting 
upon  evidence  presented  in  the  investigation  of  the 
Interstate  Commerce  Commission  in  1906,  Conunis- 
sioner  Harlan  pointed  out  that  both  railroad  men  and 
shippers  admitted  that  cars  were  constantly  used  by 
shippers  as  warehouses,  and  that  the  time  allowed  to 
them  for  loading  and  imloading  was  in  excess  of  real 
necessity.'  Naturally  through  liberal  treatment  of 
shippers  on  the  part  of  railways  in  the  use  of  railway 
equipment,  habits  were  developed  of  relying  upon  the 
rsdiway  to  furnish  much  of  the  "  business  plant."  The 
very  rapid  development  of  om*  commercial  centers  has 
contributed  not  a  Uttle  to  the  insistent  demand  on  the 
part  of  the  shipping  public  for  a  continuation  of  early 
privileges  in  the  use  of  the  railway  equipment  in  connec- 
tion with  their  business.     Inasmuch  as  land  has  ad- 

1  liat  of  demunmge  bureaus,  see  Bull.  191,  U.  S.  Dept.  of  Agrieulture,  March,  1915, 
p.  24. 

<  11 1.  C.  C.  R.  166;  see  also  18 1.  C.  C.  R.  234. 

*  12 1.  C.  C.  R.  579.  Commissioner  Lane  said  that  the  contention  that  ear  shortace 
had  been  caused  by  the  use  of  cars  as  warehouses  was  without  support  so  far  as  the  testi- 
mony given  at  Minneapolis  and  Chicago  indicated.  He  maintained  that  the  demurrage 
teeounts  of  the  railroads  showed  that  to  a  very  limited  extent  did  "  consignees  avail 
themselves  of  the  right  to  hold  cars  as  warehouses  and  pay  demurrage  thereon.*'  12 
I.  C.  C.  R.  671.  While  this  might  be  true  as  applies  to  agricultural  areas  to  apply  it 
generally  would  appear  to  overlook  the  fact  that  even  in  more  recent  years  demurrage 
accounts  might  not  be  a  true  measure  of  the  extent  to  which  shippers  were  holding  cars. 
J.  A.  Shinn  writing  in  the  Railway  Age  (February  8, 1907.  pp.  171-172)  maintained  that 
in  1893  it  was  notorious  that  many  big  firms  owed  tens  of  thousands  of  dollars  which  was 
not  paid  and  which  no  attempt  was  made  to  collect.  Even  as  late  as  1909,  the  Committee 
on  Car  Service  and  Demurrage  of  the  National  Association  of  Railway  Commissioners 
reported  that  the  collection  of  demurrage  from  large  industries  was  still  somewhat  of  an 
anomaly;  that  in  some  sections  of  the  cotmtry  the  railroads  were  carrying  on  their 
books  uncollected  demtirrage  of  hundreds  of  thousands  of  dollars;  that  the  failure  to 
enforce  demurrage  rules  had  been  "  particularly  notorious."  Proceedings  National 
Association  Railway  Commissioners,  1909,  pp.  221,  240.  If  these  statements  are  to  be 
relied  upon  it  is  fair  to  assume  that  an  important  portion  of  demurrage  was  never  even 
placed  upon  the  books.  See  also  American  Railway  Association  (Bulletin)  February  6 
snd  May  9, 1917. 
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vanced  in  value  very  rapidly  in  our  cities,  it  h; 
cheaper  to  rely  upon  the  carriers  for  adequate 
and  track  space  than  to  provide  it  otherwise 
charge  for  the  use  of  railway  equipment  has  : 
vanced  in  the  same  ratio  that  the  value  of  rea 
has  risen;  indeed  the  charge  for  detention  of 
equipment  had  remained  almost  stationary  u 
cently  advanced  by  the  Director  General  of  Ra 
Even  those  business  concerns,  which  a  generat 
had  sufficient  storage  or  track  space,  have  founc 
nomical  to  use  this  space  for  enlarging  their  ct 
leaving  the  burden  of  their  enlarged  capacity  u 
carriers.'  This  applies  to  the  shipping  in  of  largi 
of  raw  materials  bought  under  favorable  marh 
ditions  as  well  as  to  the  daily  output  of  a  concer 
case  in  the  former  class  which  came  before  thi 
state  Commerce  Commission  as  late  as  1912,  the 
resisted  the  payment  of  demiurage,  but  the  In 
Commerce  Commission  very  properly  held  tl 
demurrage  should  be  paid.'  When  the  railroads 
to  the  Interstate  Commerce  Commission  a  Uttk 
year  ago  for  permission  to  reduce  free  time  on  d 
freight  held  in  New  Jersey  for  final  delivery  1 
York,  Brooklyn  and  elsewhere,  and  for  permis 
increase  the  charge  for  storage  for  both  expc 
domestic  deUvery  at  New  York  harbor  points, 
measiu'e  was  for  the  purpose  of  increasing  revei 
to  reUeve  freight  congestion.* 

In  the  case  of  some  concerns  which  have  ac 
storage,  their  facilities  for  imloading  may  be  so 
tive  as  to  occasion  much  delay  to  railway  equi 

>  8ee  14  I.  C.  C.  R.  170;  16 1.  C.  C.  R.  116;  ProoeedincB  National 
way  Commiaaionere,  1013.  pp.  367-368. 

*  See  Chicago  HearingB,  p.  358. 

•  25 1.  C.  C.  R.  399. 
^  Newlands  HearingB,  p.  900. 
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The  evidence  reflected  in  Map  II  appears  to  reveal  that 
the  economies  sought  by  the  railroads  in  building  self- 
dumping  coal  equipment  are  to  a  large  degree  offset  by 
the  fact  that  many  consignees  do  not  have  proper  facili- 
ties for  imloading  such  cars.  Investigation  was  made 
by  a  railroad  company  that  found  its  coal  cars  were 
being  unduly  detained;  and  it  was  told  by  dealers  in 
Kansas,  Oklahoma  and  other  states  that  it  was  cheaper 
for  them  to  hold  the  cars  and  pay  five  or  six  days  demur- 
rage than  it  was  to  unload  the  coal  in  bins  and  reload  it 
again  in  wagons.^ 

It  is  clear  that  railway  competition,  together  with 
early  Uberal  precedents,  makes  it  difficult  for  railways  to 
put  wholesome  pressxu^  upon  shippers  to  provide  their 
own  storage.*  For  more  than  twenty-five  years  the 
Lehigh  Valley  Railroad  Company  provided  in  its  tariffs 
that  cars  containing  anthracite  coal  forwarded  to  Perth 
Amboy  for  transshipment  by  boat  and  held  at  that  port 
would  not  be  subject  to  demurrage;  it  was  further  pro- 
vided that  free  storage  in  bins  would  be  given  for  a 
period  of  two  years  to  such  shippers.  But  the  Inter- 
state Commerce  Commission  upheld  the  Lehigh  Valley 
in  1915  in  its  refusal  to  continue  to  furnish  free  storage 
bins,  or  to  permit  cars  to  be  detained  without  demtu*- 
rage  charges.'  The  Interstate  Commerce  Commission 
has  held  that  the  carrier  has  a  right  to  unload  car  load 
freight  at  the  end  of  free  time  in  order  to  secure  its 
equipment,^  but  this  in  practice  is  often  very  difficult  for 
the  carrier  to  do  in  congested  terminals,  where  the  need 
is  greatest  for  releasing  equipment. 

Abuse  of  the  reconsignment  privilege  has  become  im- 
portant in  recent  years  through  a  substantial  increase 

>  Kaiimw  City  Hearincs,  p.  2M. 

«  41  I.  C.  C.  R.  fiOO;  43  I.  C.  C.  R.  472. 

s  36  I.  C.  C.  R.  140;  see  aIm  37  I.  C.  C.  R.  441. 

«  18  I.  C.  C.  R.  234. 


168  QUABTBRLY  JOURNAL  OF  ECONOMICS 

in  the  number  of  commission  men  and  brokers,^  who 
have  relied  ahnost  entirely  for  their  "  business  plant " 
upon  the  railway.  But  such  a  practice  is  by  no  means  a 
new  one.  The  manager  of  the  Railway  Clearing  House 
Association  of  Boston  observed  in  1888  as  follows: 
**  When  one  sees  with  what  coolness  a  man  hires  desk 
room  in  an  office  and  starts  out  in  the  grain,  lumber  or 
coal  business  without  a  storehouse  of  any  kind,  no 
lumber  or  coal  sheds  or  a  square  foot  of  yard  room  any- 
where, trusting  entirely  to  the  railway  companies  to 
substitute  their  cars  for  storehouses  and  sheds,  charging 
htm  nothing,  one  is  lost  in  amazement."* 

Reconsignment  may  be  necessary  in  some  cases 
because  of  the  uncertain  or  slow  movement  of  trains.' 
This  is  especially  true  of  fruits,  vegetables,  or  other 
perishable  commodities.  Shippers  may  resort  to  recon- 
signment to  keep  their  list  of  customers  from  their  com- 
petitors,^ or  to  escape  demurrage  charges.*  Finally,  it 
is  considered  necessary  because  of  certain  trade  condi- 
tions, which  in  many  instances  have  been  brought  about 
through  the  use  and  abuse  of  reconsignment  itself.  In 
investigations  made  in  1917  at  New  York,  in  regard  to 
food  speculation,  it  was  learned  that  car  loads  of  perish- 
able foodstuffs  were  sometimes  sold  a  dozen  times  and 

1  A  car  service  mazuiger  testified  before  the  Interstate  Comroerce  Commission  in 
1906  that  middlemen  had  increased  from  two  to  five  timee  but  that  they  had  not  in- 
creased their  facilities.  (St.  Louis  Hearings,  p.  141.)  Both  the  mushroom  expansion  of 
many  business  concerns  as  a  result  of  the  war,  and  also  the  indefiniteneas  of  the  future, 
have  caused  many  establishments  to  depend  entirely  upon  the  railway  plant  for  storage 
facilities.  Freight  equipment  has  been  used  as  coal  bins  from  which  the  daily  supply  has 
been  taken.  The  statement  was  made  before  the  Elsch  Committee  that  owing  to  lack  of 
storage  facilities  Detroit  has  but  a  three  dajrs'  coal  supply  on  hand.  (Each  Hearingi, 
p.  27.)  Much  evidence  along  this  line  was  given  in  hearings  before  the  Public  Utilities 
Commission  of  Ohio  in  Febniary,  1017. 

s  Proceedings  American  Railway  Association,  vol.  i,  p.  184.     See  also  12  I.  C.  C.  R. 
571.     Proceedings  National  Association  Railway  Commissioners,  1913,  pp.  362-363 
Railway  Age.  December  28,  1906.  p.  802. 

*  Kansas  City  Hearings,  p.  268.     Chicago  Hearings,  p.  433. 

*  Kansas  City  Hearings,  p.  256. 

*  See  Proceedings  National  Aaaooiation  Railway  Commiwnonera,  1014,  p.  42. 
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nearly  every  time  they  were  sold  a  reconsignment  was 
made.^  The  handling  of  grain  and  other  commodities 
through  a  third  party  or  commission  house  has  created 
laws  providing  for  inspection  either  by  state  or  regularly 
authorized  boards  of  trade,  and  the  tariff  governing  de- 
murrage has  conceded  the  right  and  allowed  free  time 
for  inspection.  Instances  have  been  cited  of  grain  which 
moved  through  fifteen  different  markets,  being  subject 
to  official  inspection  at  each  of  the  markets  before  it 
was  ultimately  unloaded.'  It  was  contended  before  the 
National  Association  of  Railway  Commissioners  in  1913, 
that  90  per  cent  of  the  grain  tonnage  was  handled 
through  so-called  commission  firms  that  had  very  little 
if  any  storage  room  of  their  own.' 

Like  other  privileges  enjoyed  by  shippers,  reconsign- 
ment had  its  origin  in  the  days  of  fierce  railway  com- 
petition when  traffic  was  not  so  plentiful  as  it  has  been 
in  recent  years.*  Furthermore,  railway  competition  has 
extended  the  time  for  reconsignment  in  many  cases  be- 
yond what  is  necessary.  *  Shippers  unfortunately  do  not 
fully  appreciate  that  with  a  change  in  conditions  insist- 
ence upon  what  they  have  come  to  consider  as  a  right  is 
after  all  the  abuse  of  a  privilege  which  results  in  injury 
to  themselves.  That  the  Interstate  Commerce  Com- 
mission has  always  looked  upon  reconsignment  as  a 

>  A  ear  load  of  potatoes  was  sold  to  a  New  York  jobber  azid  by  him  sold  to  a  Chicago 
Jobber,  and  the  car  reconsisned  to  Chicago:  the  Chicago  jobber  sold  it  to  a  Cincinnati 
dealer  and  the  car  was  reconsigned  to  Cincinnati:  the  Cincinnati  dealer  sold  it  to  a 
Cleveland  dealer  and  the  car  was  reconsigned  to  Cleveland,  and  so  the  thing  went  on 
through  half  a  dosen  more  transactions  covering  a  period  of  more  than  thirty  days, 
meantime  the  car  itself  was  standing  in  the  yards  in  one  of  the  upstate  cities  of  New 
York.    Railway  Age.  August  31.  1017.  p.  370. 

*  National  Association  Railway  Commissioners,  1913.  pp.  361-362;  see  also  Eech 
Hearings,  p.  11;  St.  Louis  Hearings,  pp.  114,  123.  It  has  been  contended  that  much 
terminal  delay  could  be  eliminated  by  providing  as  far  as  possible  for  inspection  of  grain 
before  shipment.    Kansas  City  Hearings,  p.  265. 

*  Proceedings  National  Association  Railway  Commisdoners,  1913,  p.  361. 
«  Railway  Age,  October  5,  1906,  p.  415. 

*  Proceedings  National  Association  Railway  Commissioners,  1900,  pp.  220-221; 
12  I.  C.  C.  R.  671. 
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privilege,  not  as  a  ri^t,  is  clear,^  and  this  body  has  not 
been  slow  to  condemn  the  abuse  of  this  privilege.  The 
Commission  has  maintained  that  it  is  worse  in  its  eSects 
than  rebates.'  The  president  of  an  important  bdt  fine 
railway  testified  before  the  Interstate  Commefce  Com- 
mission that  reeonsignment  is  the  largest  factor  in 
terminal  delays.'  Testimony  given  in  the  Louisville 
Hearings  in  November,  1916,  was  to  the  effect  that 
car  shortage  on  the  Illinois  Central  Railroad  would  have 
been  reduced  one-half  if  cars  held  for  reconsignmmt  had 
been  released.^  Beyond  doubt  a  considerable  amount 
of  traffic  which  blocks  sidings  and  congests  t^minals 
should  not  require  the  reeonsignment  privil^e;  it  is 
manifestly  unfair  that  a  consignee  who  is  able  to  receive 
his  freight  promptly  should  be  prevented  from  doing  so 
because  traffic  held  for  reeonsignment  congests  yards, 
sidings,  and  terminals.  Just  as  the  disregard  of  car 
service  rules  among  carriers  gives  little  incentive  to  any 
one  road  to  provide  ample  facilities,  so  does  disr^ard  of 
car  service  rules  between  railroads  and  shippers  leave 
little  incentive  to  a  shipper  to  provide  adequate  faciliti^ 
for  handling  his  freight ;  it  even  puts  a  premiimi  on  the 
"  shipping-to-order ''  practice. 

Trade  customs  relative  to  commercial  units  have 
meant  an  inefficient  use  of  railway  equipment.  Orders 
have  been  given  for  the  same  amounts  that  were  custom- 
ary when  the  capacity  of  railway  equipment  was  much 
less  than  it  is  now.  Within  a  ten-year  period  the  number 
of  freight  cars  increased  37  per  cent  while  the  load 
carrying  capacity  increased  60  per  cent.  Statistics  of 
the  Interstate  Conunerce  Commission  indicate  that  this 

»  16  I.  C.  C.  R.  387. 

*  Railway  Age,  Febniary  8.  1007.  p.  171. 

*  Chicago  Hearings,  pp.  410-411;  St.  Louis  Hearings,  pp.  122-125;  Traffic  Wcvkl. 
November  11,  1916,  pp.  962-966. 

<  Ibid.,  November  18.  1916,  p.  1006. 
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increased  capacity  has  not  been  utilized.^  In  June,  1917, 
the  Railroads'  War  Board  pointed  out  that  the  average 
car  load  was  but  15.5  tons  or  only  42  per  cent  of  the 
average  capacity  of  cars.*  The  excellent  records  of 
maxiTnum  loading  since  that  time  show  what  might  be 
possible  even  without  the  spur  of  patriotism.'  But  it 
would  appear  that  as  long  as  shippers  continue  the 
practices  which  have  just  been  described  it  will  be  im- 
possible to  determine  with  any  degree  of  certainty  the 
need  for  transportation  facilities. 

Those  who  represent  the  interests  of  the  carriers  have 
been  as  ready  to  contend  that  government  regulation  is 
responsible  for  inadequate  transportation  facilities  as 
the  public  has  been  to  lay  the  responsibility  upon  the 
railroads.  It  has  been  claimed  that  the  return  to  the 
railways  has  not  been  sufficient  to  enable  them  to  furnish 
the  facilities  which  are  needed.*  The  Interstate  Com- 
merce Commission  and  the  state  commissions  have 
hesitated  to  grant  increases  in  railway  rates  probably 
because  they  have  feared  that  an  increase  in  railway 
income  would  induce  an  increase  in  railway  capitaliza- 
tion; and  that  increased  capitalization  in  turn  would  be 
presented  as  justification  for  another  increase  in  rates. 
The  vicious  circle  ought  to  be  broken  by  increased 
knowledge  of  the  value  of  the  railway  plant  combined 
with  supervision  over  the  issue  of  railway  securities. 
The  public  cannot  afford  to  pay  less  for  transportation 
than  it  costs  to  produce  it.  But  this  discussion  is  con- 
cerned with  the  efficient  and  maximum  use  of  facilities, 
once  they  are  provided.  Indeed  such  use  even  deter- 
mines the  supply  of  facilities  which  will  be  needed. 

1  Table  faoins  p.  74.    Ann.  Rept.  I.  C.  C,  1916. 

<  Railroads'  War  Board,  Official  PubUo  Bulletin  No.  7.  June  36.  1917. 

*  Much  valuable  information  in  American  Railway  Aasociation  BuUetins. 

*  ThiB  has  been  emphasised  in  the  prosram  of  the  railroads  as  presented  in  the  Neir» 
lands  Hearin£s.  For  statements  of  A.  P.  Thorn,  see  pp.  213,  214,  218;  Judge  Lovett, 
pp.  682-684;  Julius  Kruttsohnitt,  pp.  892,  866-968,  972-473. 
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federal  regulation  has  doubtless  intofoed  with  the 
proper  use  of  railway  facilities.  The  prohibition  of 
pooling  by  the  act  to  regulate  commiraice  and  the  appli- 
cation to  the  railroads  of  the  Uieory  unbodied  in  the 
Sherman  law  has  made  it  difficult  to  use  Uie  railway 
plant  in  an  economical  manner.  The  Panama  Canal 
Act  has  not  been  conducive  to  economy  and  dBBdency 
in  the  operation  of  rail  and  water  systems.  The  ri^t 
of  the  shipper  to  route  his  freight  as  he  has  wished  has 
meant  much  economic  waste  in  our  transportation.  But 
federal  le^slation,  or  as  will  appear  presently  the  lack  of 
it,  is  not  the  only  hindrance  to  efficient  and  sufficient 
railway  service.  State  laws  also,  which  have  regulated 
railway  operation  and  service,  have  prevented  an  equi- 
table and  economical  use  of  railway  facilities. 

Some  states  have  attempted  through  l^islation  to 
give  shippers  within  their  borders  an  advantage  ov^ 
their  competitors  in  other  states.  This  can  be  done  by 
low  intrastate  rates,  but  it  may  make  such  inroads  on 
railway  revenue  that  a  carrier  will  have  insufficient 
funds  to  pro\dde  adequate  facilities.  Judge  Lovett  tes- 
tified before  the  Newlands  Committee  that  the  increase 
in  rates  given  by  the  Interstate  Commerce  Commission 
at  the  beginning  of  the  European  War  was  practically 
oflfset  in  the  state  of  Pennsj'lvania  by  reduction  of  the 
rates  on  coal  to  tidewater  points.*  Carriers  may  be  pre- 
vented from  financing  their  properties  to  advantage 
by  state  regulation  of  security  issues.*  Complaint  was 
made  before  the  Newlands  Committee  that  the  New 
York  Central,  which  has  only  a  total  right  of  way  in 
Illinois  of  about  140  miles,  altho  it  operates  6034  miles 
of  first  track,  was  taxed  $600,000  by  that  state  as  a  con- 
dition precedent  to  its  approval  of  an  intended  financ- 

1  Newlands  Hearings,  pp.  716-717. 
>  Ibid.,  pp.  76.  98.  109.  894.  927-928. 
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ing;  also  that  Arizona  in  retxun  for  approval  of  an  issue 
of  securities  asked  that  litigation  concerning  passenger 
fares  be  dropped  and  that  a  new  station  be  built  at 
Phoenix.^  The  Hadley  Commission,  in  commenting 
upon  state  regulation  of  security  issues,  said  they  be- 
lieved the  time  was  near  when  the  difficulties  of  the 
present  system  of  dual  control,  and  the  conffict  of  state 
laws  would  become  so  manifest  that  further  legislation 
would  be  imperative.* 

State  industries  may  be  favored  by  legislation  regulat- 
ing directly  the  service  which  carriers  must  fiunish  to 
shippers.  A  state  that  fixes  low  car  load  minima  may 
benefit  some  of  its  industries  but  it  will  absorb  more  than 
its  fair  share  of  railway  equipment.  Likewise  if  one 
state  gives  much  free  time  to  shippers  this  means  that 
equipment  is  detained  and  shippers  in  other  states  are 
deprived  of  its  use.  C.  F.  Staples,  member  of  the  Min- 
nesota Railroad  Conmiission,  told  the  National  Associa- 
tion of  Railway  Conmiissioners  in  1909  that  he  could 
readily  understand  why  no  railroad  in  Minnesota  would 
permit  one  of  its  cars  loaded  with  flour  to  go  down  into 
the  New  England  states,  for  there  they  permitted  four 
days  free  time  for  imloading,  which  of  coimse  meant 
much  delay  to  Minnesota  farmers  who  were  clamoring 
for  cars.'  It  is  evident,  too,  that  anything  which  in- 
creases detention  of  equipment  at  the  same  time  in- 
creases the  aggregate  supply  which  is  necessary  to  move 
a  given  tonnage.  The  imsatisfactory  character  of  reg- 
ulation of  demiurage  by  the  separate  states  brought 
about  the  adoption  of  a  uniform  demurrage  code  by  the 
National  Association  of  Railway  Commissioners  in  1909 

I  Newlands  HearingB,  p.  928,  see  also  pp.  7&-84. 

*  Rept.  of  the  Railroad  Seourities  Commiasion,  Houae  Doo.  No.  256,  62nd  Consrew, 
2nd  Senion,  p.  8. 

*  Proceedings  National  Aaaociation  Railway  Commiaaionen,  1909,  p.  277.  See  the 
atatement  of  a  member  of  the  Minnesota  Railroad  Conuniasion  before  a  Senate  Com- 
mittee in  1917.    Hearings.  8.  636.  May  3,  1917.  p.  19. 
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and  the  Interstate  Commerce  Conmiission  qp 
this  code  the  same  year.  The  year  following  it  y 
proved  by  the  American  Railway  Association.  1 
ing  to  a  bulletin  of  the  United  States  Depart! 
Agricxiltiure  published  in  March,  1915,  there  were 
time  twenty-four  states  that  had  adopted  the  i 
code  for  intrastate  traflSc,  and  in  the  oih&  1 
four  altho  there  was  a  tendency  to  conform  more 
to  the  provisions  of  the  uniform  code,  the  ezc 
thereto  and  the  number  of  special  provisions 
state  codes  were  important.^ 

Following  the  acute  conditions  in  1906  am 
about  twenty  states  passed  so-called  reciprocal 
rage  laws.  Similar  l^islation  was  introduced  in 
gress,'  and  the  Interstate  Commerce  Conunissi 
asked  to  make  a  ruling  governing  reciprocal  dem 
but  it  held  that  it  had  no  authority  to  make 
rule.'  Such  l^islation  requires  railroads  to  supp 
pers  with  cars  on  penalty  of  so  much  per  day  f 
car  not  furnished.  Some  of  the  state  laws  were 
in  such  a  way  that  they  were  declared  illegal,  a 
tunately  the  decisions  of  the  courts  brought  11 
forcement  of  the  legislation  in  manj'  other  stat 
in  some  the  legislation  has  been  repealed.  Asi< 
the  weakness  of  such  a  law,  were  it  applied  genei 
have  it  in  some  states  and  not  in  others,  mean 
ference  with  interstate  commerce  and  an  uneq 
tribution  of  equipment  among  states.  It  puts  a  p: 
upon  the  retention  of  a  carriers'  cars  upon  its  o\ 
and  hence  under  its  own  control,  which  in  tun 
feres  with  free  exchange  and  interchange  of  equi 
In  \iew  of  this  fact  it  might  not  be  worth  while 

1  Bulletin  No.  191.  T.  S.  Dept.  at  Acnraltare. 

*  For  m  copy  of  a  bill  (S.  3644)  and  beaiingB  od  same,  see  Sen.  Doe.  N< 
CoQcres»,  lat  .Sf— ion,  pp.  1-134,  and  appwwtir  d  five  tablee. 
«  12  L  G.  C.  R.  61. 
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niah  a  shipper  with  cars  that  could  not  be  sent  beyond 
the  termini  of  the  originating  road.  The  application  of 
such  a  law  means,  therefore,  that  shippers  would  find 
their  markets  curtailed.  In  other  words  the  application 
of  such  a  law  within  the  borders  of  a  state  means  that 
shippers  within  that  state,  engaged  in  interstate  com- 
merce, would  have  difficulty  in  securing  a  fair  share  of 
railway  equipment.^ 

Our  early  railway  legislation  prohibited  discrimina- 
tion on  the  part  of  the  railways.  It  is  equally  important 
to  eliminate  discrimination  which  results  from  state 
regulation.  Regulation  by  some  states  makes  it  difficult, 
in  some  cases  impossible,  for  carriers  to  furnish  equitable 
and  adequate  service.  In  the  middle  70's  when  the 
Windom  report  was  made  to  Congress  there  was  a 
demand  for  low  freight  rates.  That  was  natural  in  view 
of  the  economic  conditions  which  obtained  at  that  time. 
About  ten  years  later  the  Cullom  report  brought  di&- 
crimination  in  freight  rates  to  the  fore.  And  now 
within  the  last  decade  the  growth  of  traffic  beyond  the 
capacity  of  the  railway  plant  and  the  lack  of  proper  con- 
trol of  railway  service  have  brought  the  shipping  public 
to  a  realization  of  the  fact  that  adequate  and  non-dis- 
criminatory service  is  as  important  as  low  or  non-dis- 
criminatory rates.  This  is  reflected  in  the  recent  Esch 
and  Pomerene  Reports.  Shippers  appeared  before  the 
Interstate  Commerce  Commission  in  the  Fifteen  per 
cent  rate  case  and  expressed  their  willingness  to  see  an 
advance  in  freight  rates,  in  the  hope  that  the  railways 
would  be  able  to  render  better  service.  From  the  fore- 
going analysis  it  would  appear  that  something  more  is 
required  than  an  increase  in  railway  facilities.    What  is 

>  Aside  from  the  extent  to  which  such  legiaUtion  interferes  with  interstate  commerce 
and  the  free  ezohanse  of  railway  equipment  it  is  easy  to  see  how  it  would  lead  to  rebatinc 
if  the  one  receives  the  penalty  who  is  supposed  to  be  damafed  by  the  fact  that  equip- 
ment is  not  f  umiahad. 
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needed  k  a  thorogoing  eoiitrol  of  lailw^  TUi 

M  neceeMuy  whether  the  niilwMidB  a^ 
(q[)entkmi  continued  under  aonie  plan  of  guwmmiMt 
operationi  or  taken  over  by  the  gownmenk  ttrap^ 
goverament  ownenhip. 


If  the  milToadg  are  to  be  leetoied  to 
our  government  regulation  ouglift  not  eonqid  die* 
tooonqiete.  Moet  students  of  tranqpovtationareapied 
that  there  would  be  a  distinct  advantage  in  Aerepeil 
of  our  legidation  which  jnev^ots  poofing  and  oonlna- 
tion  among  canierBi  provided  thoe  be  adeqpiate  eqiep- 
vision  and  control  of  such  comhmatiopa,  TlioBe  who 
argue  for  the  railroads  have  contmded  that  Hie  reped 
of  such  lepEdation  would  have  made  goveEnmenft 
tion  of  railroads  unneoessaiy;  that  tiie  breakdown 
one  of  government  rqpilaticm  rather  than  of  iwboid 
administration.^  If  this  be  granted,  it  impHee  more  than 
railroads  will  desire  to  accept.  The  character  of  raihvaj 
service  from  about  1900  to  the  pres^it  time  indicates 
that  something  more  than  mere  penmssion  to  carries  to 
pool  and  form  combinations  is  necessary.  The  repesl  of 
the  federal  le^slation  referred  to  would  not  be  sufficiait 
A  railroad  like  any  other  business  interest  will  combine 
with  others  when  it  is  to  its  advantage  to  do  so,  but 
when  a  carrier  occupies  a  strat^c  position  in  the  use  of 
terminal  or  other  facilities,  it  is  not  probable  that  it  will 
offer  to  share  this  monopoly  advantage  with  oth^  car- 
riers. It  may  be  to  the  interest  of  the  public,  th^efore, 
not  only  to  permit  but  to  compel  certain  combinatdoDS 
among  carriers  in  rendering  service.*  There  is  as  much 
logic  in  compelling  one  carrier  to  permit  the  use  of  its 


I  SeeeditocialsiiiRaflwayAce:  abo  RccnlatiaB  of  Raflwajr*  bj  8. 0.  Doa  (Appfe- 
ton,  1918)  reriewcd  by  tlie  writer  in  Joonal  of  V66Aeal  KBtmomij,  Oetobor.  1918l 

*  See  a  itatement  by  ffmitnr  Commim.  Hflaria^i.  S  898.  Magr  3.  1917.  p.2&;  tm 
abo  article  by  Pioffoi  Van  Ifctie.  New  BcpoUie.  FebravT  1.  1918.  pp.  17-JQ. 
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facilities  by  another  carrier  as  there  is  in  compelling  one 
utility  to  permit  the  use  of  its  poles,  conduits,  or  other 
facilities  by  another  utility.  In  both  cases  the  public 
receives  consideration  as  an  important  third  party  to 
the  contract.  The  theory  in  the  decision  of  the  Supreme 
Court  in  the  St.  Louis  terminal  case  (1912)  ought  to  be 
more  generally  applied.^ 

In  the  regulation  of  railway  service  the  Esch-Pom- 
erene  law,  which  became  effective  May  29,  1917,  is  but 
a  beginning  in  the  right  direction.  This  legislation  gives 
the  Interstate  Commerce  Commission  control  over  "  car 
service  "  which  term  is  defined  by  the  law  to  include 
"  the  movement,  distribution,  exchange,  interchange, 
and  return  "  of  cars  used  in  the  transportation  of  prop- 
erty by  any  carrier  subject  to  the  provisions  of  this  act.* 
It  is  not  easy  to  appreciate  why  such  a  law  was  not 
passed  some  years  earlier.'  System  control  of  what 
must  be  inter-system  equipment  was  too  long  tolerated. 
When  the  American  Railway  Association  worked  out 
car  service  rules  in  1900  much  emphasis  was  placed 
upon  ownership  as  the  proper  criterion  for  the  return  of 
equipment.^    The  same  theory  is  found  in  the  order  of 

>  234  U.  8.  383. 

*  Statutes  of  the  U.  S.,  65th  Consreae,  Ist  Senion,  1017,  chap.  23.  pp.  101-102. 

*  See  a  review  by  the  writer  of  the  Special  Report  of  the  Interstate  Commeroe 
Commission  for  1917  in  American  E>;onomic  Review,  March,  1918. 

*  The  rules  were  presented  to  the  Association  by  its  Car  Service  Committee  in  April 
with  the  sucgestion  that  the  expression  of  the  Association  or  of  members  thereof  be 
siven  and  that  the  rules  with  suggestions  be  referred  back  to  the  committee  for  recon- 
struction and  recommendation  to  the  Association  in  its  October  meeting.  Rule  3  as 
originally  presented  by  the  committee  had  provided  that  a  car  should  not  be  delivered 
to  a  second  railroad  without  consent  of  owner.  The  Association  voted  that  '*  without 
oonaent  of  owner  *'  be  eliminated.  The  committee,  however,  did  not  take  this  as  binding 
upon  them,  and  reported  the  rule  in  October  "  with  consent  of  owner  "  inserted.  Dia- 
eussion  at  some  length  followed  concerning  the  recognition  which  should  be  given  to 
<»wnership  of  a  car  and  the  extent  to  which  the  needs  of  traflSc  and  the  reduction  of  empty 
oar  mileage  ought  at  times  to  control  in  the  exchange  and  interchange  of  equipment.  By 
a  very  dose  vote  the  Association  decided  that  the  interests  of  the  car  owner  should  be 
eoosidered  first.  (See  Proceedings,  vol.  iii,  pp.  161  et  seq.  and  251  et  seq.  The  rules  as 
adopted  October  24,  1900  are  found  in  Proceedings,  vol.  iii,  pp.  279-280.)  In  the 
October  meeting  in  1901  amendment  was  made  to  rule  3,  to  permit  one  railroad  to 
d^ver  a  foreign  oar  either  loaded  or  empty  to  another  railroad  for  switching  service 
but  that  its  use  was  to  be  confined  to  switching  service  and  its  return  made  either  to 
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the  Interstate  Commerce  Commission  of  January 
But  the  theory  is  not  a  sound  one.  Its  appl 
means  much  imnecessary  switching,  delay  to  s 
in  securing  equipment,  and  an  undue  amount  of 
car  mileage.  It  is  often  difficult  to  get  cars  out 
gested  terminals^  even  disregarding  ownership, 
winter  of  1917  the  Pennsylvania  Railroad  Com] 
some  instances  used  a  crane  to  lift  cars  bodily  fr 
track  to  another  rather  than  switch  them  throug 
of  congested  yards.'  When  the  Railroads'  Wai 
was  created,  this  body  modified  the  plan  of  re 
cars  to  owners;  and  for  some  classes  of  equipme 
simply  based  the  niunber  each  road  was  to  recei^ 
the  niunber  it  owned.  The  United  States  Railrc 
ministration  has  gone  fiui^h^  in  the  same  directic 
economies  in  pooling  railway  equipment  are  clea 
the  railways  are  relinquished  to  private  operatic 
the  war  a  plan  ought  to  be  worked  out  which  nv 
tinue  the  pooling  of  equipment  and  compel  each 
to  furnish  its  fair  proportion  of  the  total  supply 
formation  of  separate  corporations  which  wou 
all  equipment  and  lease  it  to  the  railroads 
doubtless  make  a  satisfactory  organization  t 
which  government  control  could  be  made  ef 
Under  some  such  plan  railroads  which  have  n 
vided  themselves  with  sufficient  equipment  cc 
held  to  a  strict  accountability. 

But  there  is  also  the  question  of  car  servic 
applies  between  railroads  and  shippers.  This  th 
Pomerene  law  does  not  cover  except  in  an  i 

the  home  road  or  the  delivering  road.  A  new  section  (No.  15)  waa  addei 
switching  service.  Again  amendment  was  offered  to  permit  loading  a  oar  ii 
site  direction  of  the  home  road.  Much  warm  discussion  followed  and  it 
that  this  would  open  the  door  to  the  use  of  foreign  cars  in  local  service,  esp 
state  like  Connecticut  which  allowed  96  hours  free  time.  The  Asaociation 
adopt  the  amendment  by  a  vote  of  18  to  28.     (Proceedings,  voL  iii,  p.  410 

«  42  I.  C.  C.  R.  657. 

*  Testimony  of  Commissioner  Hall,  Each  Hearings,  p.  17. 
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manner.  As  has  been  indicated  there  is  a  wide  variety 
of  practice  on  the  part  of  railways  in  their  transactions 
with  shippers,  depending  sometimes  upon  competition 
between  carriers,  sometimes  upon  state  legislation. 
When,  for  example,  increased  demmrage  has  been  ap- 
plied by  one  carrier,  or  by  the  carriers  in  one  state,  altho 
it  has  produced  desirable  results  in  releasing  equipment 
more  promptly,  it  has  been  difficult  to  maintain  the  ad- 
vanced scale  because  of  the  lower  demmrage  charges  of 
other  carriers,  or  because  of  a  lower  scale  enforced  in  a 
bordering  state.  This  has  meant  unfair  distribution  of 
equipment  between  shippers  and  between  states.  Julius 
Ejiittschnitt  has  pointed  out  that  the  average  detention 
of  equipment  for  a  given  period  by  consignees  in  Oregon 
was  about  50  per  cent  greater  than  in  Califomia  where 
demurrage  charges  were  much  high^.^  It  would  appear 
therefore,  that  the  Esch-Pomerene  law  will  be  ineffective, 
even  within  the  narrow  scope  of  car  service  which  it  is  de- 
signed to  cover,  as  long  as  the  separate  states  have  laws 
and  commission  rulings  which  are  wholly  independent 
of  and  inconsistent  with  orders  which  federal  authorities 
may  care  to  make.  The  commerce  of  this  coimtry  has 
become  so  complex  that  intrastate  regulations  cannot  be 
enforced  without  great  detriment  to  the  shipping  pubUc 
generally;  and  to  quote  the  Hadley  Commission  "  It 
is  a  matter  of  direct  concern  to  the  federal  government 
that  the  facilities  for  handling  commerce  between  the 
states  should  not  be  impaired.'^  * 

Two  obstacles  will  be  encountered  in  attempting  to 
take  power  over  railway  service  from  the  states  and 
give  it  to  the  federal  government.  One  of  these  difficul- 
ties is  legal,  the  other  is  political.  Those  opposed  to  an 
extension  of  federal  control  will  contend  that  the  federal 
government  has  no  right  to  exercise  control  over  intra- 
state commerce,  but  in  view  of  the  Shreveport  doctrine 

>  Newlandfl  HearingB,  p.  923.         *  Rept.  Railroad  Seourities  Commiaaion,  p.  8. 
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which  has  been  set  forth  in  a  number  of  cases  it  is  not 
probable  that  the  legal  obstacle  will  be  insurmountable. 
It  will  doubtless  become  increasin^y  clear  to  the  courts 
that  state  regulation  of  intrastate  commerce  is  impos- 
sible without  at  the  same  time  affecting  materially 
interstate  commerce.  According  to  testimony  before 
the  Newlands  Committee  about  85  per  cent  of  all  traflSc 
is  interstate.^ 

The  political  difficulty  in  the  way  of  the  adoption  of 
federal  regulation  of  railway  service  is  concerned  with 
centralized  versus  local  control.  It  will  be  contended 
that  a  centralized  control  cannot  be  sufficiently  familiar 
with  local  conditions  to  be  effective  and  efficient.  There 
is  much  to  be  said  for  this  objection.  The  United 
States  Railroad  Administration  began  with  a  Director 
General  of  Railroads.  Gradually  this  administration 
has  decentralized.  Regions  have  been  established,  and 
these  in  turn  have  been  further  subdivided.  It  has  ap- 
parently been  realized  that  first  hand  information  is 
important  in  conducting  a  railroad  successfully.  The 
predominance  of  the  divisional  type  of  organization 
found  on  American  railroads  is  fiulher  evidence  of  the 
value  of  knowledge  of  local  conditions.  If  there  is  to  be 
control  of  railway  service,  first  hand  information  con- 
cerning operating  conditions  would  appear  to  be  in- 
dispensable. How  then  can  the  disadvantage  of  state 
regulation  be  eliminated  and  yet  retain  the  advantages 
which  come  from  intimate  association  with  actual  con- 
ditions. Possibly  this  could  be  done  by  some  plan  which 
would  permit  the  states  to  cooperate  with  the  Inter- 
state Commerce  Conmiission  but  which  would  make  the 
orders  of  the  federal  conmiission  paramount.  A  better 
plan  and  one  which  has  the  support  of  an  increasing 
number  of  students  of  transportation,  would  be  to 
divide  the  country  into  a  number  of  regions,  something 

1  Hearings,  p.  78,  testimony  of  A.  P.  Thorn. 
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by  the  guvwimient  or  operated  by  it  as  At  preeeot  it 
would  make  little  difference  if  Great  Nortbem  can  W8S% 
used  to  haul  ice  from  Maine  to  Boston,  so  f ar  a6  th^ 
Great  Northern  itself  would  be  concerned;  but  Am 
would  remun  the  inequalities  of  service  betwem  Htm 
shippers  of  the  Northwest  and  those  of  New  Enf^huxL 
A  little  consideration  will  riiow,  too,  that  gOYBrnamat 
ownership  ot  government  operation  would  not  changi 
tile  situation  as  it  affects  cUfferent  classes  of  shippeis 
within  the  same  state.  Reference  is  made  here  e6p&^ 
cially  to  the  one-way  and  two-way  shippers.  What  thk 
means  in  actual  practice  may  be  eliown  by  a  coneretl 
case  which  came  before  the  Ohio  Public  Utilities  Cooh 
mission  during  its  two-weeks  hearings  cm  coal  shortagt 
m  Februaiy,  1917.^  A  Mr.  MoUey,  agent  for  the  Baltic 
more  and  Ohio  Railroad  at  Cineimiatiy  was  asked  to 
testify  how  many  cars  had  been  ordered  by  a  long  list  of 
industrial  concerns  and  what  proportion  of  those  ordeied 
had  been  assigned  to  them.  To  take  a  tyjMcal  case  hi 
replied  that  for  the  month  of  January,  1917,  a  certain 
steel  and  iron  company  ordered  89  cars  and  was  fur- 
nished with  372.  When  asked  to  explain  why  more  can 
were  supplied  than  were  actui^  (^dered,  he  pcnnted 
out  that  *'  furnished  "  in  his  records  meant  the  number 
of  loaded  cars  sent  out  by  that  mill  over  his  line;  that 
the  disci^aney  was  due  to  the  fact  that  that  concern 
received  large  inbound  shipments  daily  and  that  th^ 
were  therefore  able  to  provide  themselves  with  most  of 
the  empties  they  needed  and  hence  they  did  not  need  to 
ask  the  railroad  for  many  in  addition.  The  same  residt 
is  seen  in  many  of  our  agricultural  states  where  there  ski 
many  important  grain  shipping  points  that  get  very  fe# 
cars  in  under  load  yet  these  are  the  very  places  that 
Med  large  iiumben  of  cars  for  outbound  grain  shipamiti^ 
Other  piacBo  in  these  states  mc»re  populous  and  man 

*  Thttm  hearinci  were  not  printed. 
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tfiversified  in  their  activities  receive  more  inbound 
freight,  and  hence  at  times  there  is  a  very  unequal  dis- 
tribution ot  railway  equipment  between  different  places 
in  tiiese  states.  Finally,  the  same  situation  presents 
itoelf  on  a  still  larger  scale  in  the  unequal  distribution 
€f  equipment  between  different  sections  of  the  country. 
Government  ownership  would  not  change  the  essential 
characteristics  of  the  one-way  and  two-way  shippers  or 
^iminate  the  fundamental  features  of  our  producing 
and  consuming  areas.  But  in  any  case  justice  and  effi*- 
eiency  demand  that  control  over  railway  service  be 
taken  out  of  the  hands  of  the  railroads,  the  shippers  and 
ibe  states  and  given  to  federal  authorities,  so  organized 
that  they  can  have  a  knowledge  of  local  conditions  and 
at  the  same  time  a  view  of  transportation  problems  that 
extends  beyond  the  boundaries  of  any  state  or  traffic 
area.  If  it  be  contended  that  such  control  is  placing 
railway  management  in  the  hands  of  government  au- 
tiiiorities  who  know  nothing  about  it,  the  reply  is  that 
the  railroads  have  confessed  their  inability  to  enSoroe 
their  rules  either  agiunst  each  other  or  against  shii^rs; 
iienoe  the  public  profits  little  by  the  fact  that  the  rail* 
voads  know  what  ou^t  to  be  done.  Railroad  men  and 
fltipperB  of  Icmg  experience  should,  howevw,  be  utilised 
by  tbe  government  in  its  control  ot  railway  service. 
These  men  should  be  able  to  make  equitable  rufingpi 
wUeh  can  be  backed  by  the  force  of  law,  if  necessary. 
Wbh  proper  federal  control  shippen  in  our  large  and 
emigested  terminals  might  look  forward  to  some  yhn  of 
fanmediate  delivery  of  less  than  car  load  diiimients  and 
mofe  rigid  rules  for  disposition  ctf  car  load  frei^t.  Ship* 
p&TB  Id  rural  districts  mii^t  realiae  that  some  storage 
room  for  grain  plus  improved  highways  would  not  only 
net  tiiem  a  better  margin  of  profit  but  lessen  the  difficul- 
ties for  themselves  and  the  public  generally  which  are 
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annually  experienced  because  of  their  attempt  to  mar- 
ket their  crops  within  a  comparatively  short  period  of 
time.  Railroads  now  admit  that  r^ulations  which 
have  been  forced  upon  them  have  increased  thdr 
revenue,  protected  them  against  each  other,  and  bene- 
fited the  public.  It  is  time  shippers  learned  the  same 
lesson. 

To  smnmarize,  there  is  a  danger  that  the  war  will  be 
accepted  as  the  cause  of  our  unsatisfactory  railway  ser- 
vice. Furthermore,  the  popular  idea  that  the  trouble 
is  mainly  due  to  car  shortage  is  a  narrow  view  of  the 
question.  Evidence  indicates  that  traffic  has  outgrown 
the  transportation  plant;  and  that  for  more  than  a 
decade  whenever  business  has  been  brisk,  railway  ad- 
vice has  been  inadequate  and  inefficient.  Assuming 
that  imder  a  system  of  private  ownership  sufficient 
revenue  will  be  allowed  to  carriers  to  enable  them  to 
provide  adequate  facilities  or  that  under  government 
ownership  they  would  be  provided  by  the  government 
itself,  there  would  remain  the  question  of  the  proper  use 
of  these  facilities  to  prevent  unfairness  in  the  one  case 
among  railway  systems  and  under  either  plan  to  prevent 
injustice  among  different  classes  of  shippers  and  among 
various  sections  of  the  country.  In  other  words  gov- 
ernment operation  or  government  ownership  will  not 
eliminate  the  defects  of  railway  service  which  are  due 
in  some  cases  to  the  strategic  advantages  which  some 
groups  of  shippers  enjoy,  or  in  other  instances  to  the 
size  of  our  country  and  its  geographical  division  of  labor. 
These  fundamental  characteristics  being  the  same  under 
private  or  government  ownership,  there  is  a  need  in  any 
case  of  more  comprehensive  regulation  of  railway  service. 

C.  O.  RUGGLES. 
Ohio  State  UNrvERflnr. 
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TABLE  I 

Gab  Subplxtsbs  Ain>  Cab  Shobtagbs,  January  2, 1907  to  Octobxb  15, 
1914,  AND  Februabt  1, 1915,  to  Dbcxmbbr  1, 1917 


Date 

Total 

Total 

Net 

IMT 

Surplas 

Bhortage 

Net  Surplus          Shortace 

Jan.     2 

29,855 

115,348 

85,493 

Feb.     6 

12,018 

149,865 

137,847 

AprillO 
May  15 

15,037 

96,154 

81,117 

21,437 

55,428 

33,991 

May  29 

24,945 

42,970 

18,025 

June  12 

32,325 

40,343 

1 

5,018 

June  26 

32,859 

34,458 

1,599 

July  10 

58,183 

20,813 

37,370 

•  ■  • 

July  24 

50,954 

18,753 

32,201 

•  •  • 

Aug.    7 

46,650 

18,814 

27,836 

•  •  ■ 

Aug.  21 

40,477 

22,628 

17,849 

•  •  ■ 

Sept.    4 

21,639 

31,679 

10,040 

Sept.  18 

17,251 

64,920 

47,669 

Oct.     2 

6,193 

64,469 

58,276 

Oct.    16 

4,258 

85,764 

81,506 

Oct.   30 

3,946 

90,757 

86,811 

Nov.  13 

12,201 

57,003 

44,802 

Nov.  27 

40,348 

17,964 

22,384 

•  •  • 

Dec.  11 

119,339 

4,520 

114,819 

•  •  • 

Dec.  24 

209,310 

724 

208,586 

•  •  • 

19M 

Jan.     8 

341,763 

653 

341,110 

Jan.  22 

342,580 

738 

341,842 

Feb.     5 

343,928 

1,100 

342,828 

Feb.  19 

322,513 

1,249 

321,264 

Mar.    4 

314,992 

1,619 

313,373 

Mar.  18 

297,042 

1,007 

296,035 

April    1 

307,510 

528 

306,982 

April  15 

375,770 

146 

375,624 

April  29 
Nlay  13 

413,605 

267 

413,338 

404,534 

159 

404,375 

May  27 

381,904 

125 

381,779 

June  10 

349,994 

427 

349,567 

June  24 

313,298 

451 

312,847 

July     8 

303,560 

518 

303,042 

July  22 

308,680 

509 

308,171 

Aug.    5 

281,621 

635 

280,986 

Aug.  19 

253,003 

854 

252,149 

Sept.    2 

222,632 

1,418 

221,214 

Sept.  16 

173,587 

2,935 

170,652 

Sept.  30 

133,792 

8,114 

125,678 

Oct.    14 

115,036 

13,199 

101,837 

Oct.   28 

110,912 

10,839 

100,073 

Nov.  11 

121,174 

11,659 

109,515 

Nov.  25 

132,829 

9,210 

123,619 

Dec.    9 

175,643 

1,679 

173,964 

Dec.  23 

222,077 

1,019 

221,058 

1T6 
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D«to 


6 

20 

3 


Jan. 
Jan. 
Feb. 
Feb.  17 
Mar.  3 
Mar.  17 
Mar.  81 
April  14 
Apnl28 
May  12 
May  26 
June  9 
June  23 
July  7 
July  21 
Aug.  4 
Aug.  18 
Sept.  1 
Sept.  15 
Sept.  29 
Oct.  13 
Oct.  27 
Nov.  10 
Nov.  24 
Dec.  10 
Dec.  22 

1910 

Jan.  5 
Jan.  19 
Feb.  2 
Feb.  16 
Mar.  2 
Mar.  16 
Mar.  30 
April  13 
April  27 
May  11 
May  25 
June  8 
June  22 
July  6 
July  20 
Aug.  3 
Aug.  17 
Aug.  31 
Sept.  14 
Sept.  28 
Oct.  12 
Oct.  26 
Nov.  9 
Nov.  23 
Dec.  7 
Dec.  21 


Total 
Surplus 

333,019 

311,664 

301,571 

301,441 

299,925 

291,418 

206,600 

296,663 

282,328 

284,479 

273,890 

277,559 

262,944 

260,277 

243,324 

207,173 

159,424 

110,576 

78,798 

53,388 

35,977 

30,896 

36,616 

39,528 

57,470 

58,354 


52,309 

51,836 

51,600 

45,513 

45,315 

44,529 

45,672 

84,887 

102,085 

127,148 

115,390 

129,508 

125,644 

143,824 

134,594 

105,564 

78,760 

60,022 

54,890 

42,469 

33,735 

29,131 

34,581 

43,060 

53,915 

62,118 


Shorti^e      Net  Sufplut 


506 
856 


470 
685 
550 


843 

497 

187 

1,240 

285 

827 

530 

339 

1,626 

2,009 

3399 

7,425 

14,582 

23,431 

36,636 

39,902 

27,496 

18,593 

24,054 


13,893 

24,992 

26,625 

31,204 

29,907 

27,187 

19,786 

7,530 

5,766 

4,555 

4,729 

2,729 

3,011 

959 

1,293 

2,783 

5,081 

9,293 

7,814 

17,941 

20,419 

21,896 

21,000 

14,673 

11,901 

10,705 


332,513 
311,306 
301,283 
300,971 
299,240 
290368 
296,201 
296320 
281331 
284302 
272,650 
277374 
262,117 
259,747 
242,985 
205347 
157,415 
106,677 
71373 
38,806 
12,546 


12,032 
38,877 
34,300 


38,416 

26,844 

24,975 

14,309 

15,408 

17,342 

25,886 

77,357 

96319 

122,593 

110,661 

126,779 

122,633 

142,865 

133,301 

102,781 

73,679 

50,729 

47,076 

24,528 

13,316 

7,235 

13,581 

28,398 

42,014 

51,418 


APPMNPIX 
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Total 


Jan.  i 
Jan.  18 
Feb.  1 
Feb.  15 
Mar.  1 
Mar.  15 
Mar.  29 
Aprill2 
April  26 
May  10 
May  24 
June  7 
June  21 
July  5 
July  19 
Aug.  2 
Aug  16 
Aug.  30 
8(^t.  13 
Sept.  27 
Oct.  11 
Oct.  25 
Nov.  8 
Nov.  22 
Dec.  6 
Dec.  20 


110,432 

122,297 

156,355 

175,609 

192,673 

208,527 

196,217 

187,219 

189.524 

188,847 

168,233 

169,006 

165,934 

165,508 

150,433 

130,136 

108,000 

88,866 

70,722 

58,382 

48,854 

39,306 

45,290 

43,059 

53,840 

88,646 


TqUI 
SkorUfe 

3,508 

2,477 

1,287 

1,942 

2,831 

1,266 

1,330 

1,166 

2,518 

1,569 

835 

2,204 

2,764 

1,887 

1,361 

2,045 

3,830 

4,325 

6,439 

8,344 

12,957 

18,774 

18,776 

19,949 

17,697 

11,832 


M«t 


N«l8«i|>li]s 

106,924 

119,820 

155.068 

178,667 

189,842 

207,261 

194.887 

186,053 

187,006 

187,278 

167,398 

166,802 

163,170 

163,621 

149,072 

128,091 

104,170 

84,541 

64,283 

50,038 

35,897 

20,532 

26,514 

23,110 

36,143 

76,814 


If  IS 

Jan.  3 
Jan.  17 
Jan.  31 
Feb.  14 
Feb.  28 
Mar.  13 
Mar.  27 
April  11 
April  25 
May  9 
May  23 
June  6 
June  20 
July  4 
July  18 
Aug.  1 
Aug.  15 
Aug.  29 
Sept.  12 
Sept.  26 
Oct.  10 
Oct.  24 
Nov.  7 
Nov.  21 
Nov.  30 
Dec.  14 
Dec.  31 


142,316 
102,479 
55,592 
50,886 
44,984 
46,028 
52,682 
94,943 
151,186 
136,776 
123,683 
89,208 
73,464 
70,731 
75,389 
65,904 
58,623 
36,047 
27,380 
26,754 
22,810 
17,289 
19,897 
22,363 
26,135 
26,614 
50,659 


6,378 

12,194 

23,011 

36,928 

37,142 

42,985 

33,974 

15,554 

12,305 

6,678 

7,482 

2,822 

5,746 

6,707 

6,467 

9,394 

14,722 

26,297 

36,000 

44,547 

54,389 

67,270 

71,156 

73,475 

62,536 

61,006 

33,601 


135,938 

90,285 

32,581 

13,958 

7,842 

3,043 

18,708 

79,389 

138,881 

130,098 

116,201 

86,386 

67,718 

64,024 

68,922 

56,510 

43,001 

9,750 


17,058 


8,620 
17,793 
31,579 
49,981 
51,259 
51,112 
36,401 
34,392 
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D»te 


1 


'   -% 


U 


Jan.  15 
Feb.  1 
Feb.  15 
Mar.  1 
Mar.  15 
April  1 
April  15 
May  1 
May  15 
May  31 
June  14 
June  30 
July  15 
Aug.  1 
Aug.  15 
Sept.  1 
Sept.  15 
Oct.  1 
Oct.  15 
Nov.  1 
Nov.  16 
Dec.  1 
Dec.  15 


1914 

Jan. 
Jan. 
Feb. 
Feb. 
Mar. 
Mar.  15 
April  1 
April  15 


1 
15 

1 
14 

1 


May 

May 

June 

June 

July 

July 

Aug. 

Aug. 

Sept. 

Sept.  15 

Oct.     1 

Oct.    15 


1 
15 

1 
15 

1 
15 

1 
15 

1 


Total 
Soiplv 

53,230 
62,045 
52,700 
58,529 
57,998 
68,792 
70,715 
63,977 
61,269 
60,291 
71,126 
70,740 
76,280 
69,716 
69,253 
73,576 
61,763 
41,994 
37,198 
38,276 
46,059 
67,466 
107,513 


190,521 
217,274 
211,960 
199,385 
159,480 
132,010 
141,525 
213,324 
230,533 
239,406 
242,572 
232,994 
220,875 
228,384 
198,998 
174,260 
165,244 
138,108 
133,382 
154,342 


ToUl 
Shorti^e    NetSnrploi 


24,791 

24,785 

30,517 

27,148 

20,223 

10,804 

13,217 

14,178 

10,975 

9,383 

7,199 

7,036 

6,875 

11,261 

14,828 

15,270 

21,594 

31,620 

43,246 

40,118 

23,407 

10,212 

5,968 


1,671 
2,385 
2,282 
2,333 
5,573 
7,145 
2,013 
455 
1,654 
764 
770 
660 
1,333 
1,843 
2,333 
2,115 
1,918 
2,059 
2,355 
2,360 


28,439 
37,260 
22,183 
31,381 
37,775 
57,988 
57,498 
39,799 
60,294 
50,908 
63,927 
63,704 
69,405 
58,465 
64,425 
68,306 
40,169 
10,374 


22,662 

67,264 

101,645 


188,850 
214,889 
209,678 
197,052 
153,907 
124,865 
139,512 
212,869 
228,879 
238,642 
241,802 
232,334 
219,542 
226,541 
196,665 
172,145 
163,326 
136,049 
131,027 
151,982 


APPENDIX 

Date 

ToUl 

ToUl 

Net 

191f 

Sarphw 

Shortage 

NetSmplue 

ShortAfe 

Feb.     1 

280,573 

1,162 

279,411 

Mar.    1 

322,290 

543 

321,747 

April    1 
May    1 

327,441 

357 

327,084 

202,269 

966 

291,303 

June    1 

300,146 

218 

299,928 

July     1 

276,421 

785 

275,636 

Aug.     1 

266,312 

948 

265,364 

Sept.    1 

191,309 

6,300 

185,009 

Oct.     1 

88,351 

10,010 

78,341 

Nov.    1 

55,793 

27,525 

28,268 

x/ec.     L 

60,793 

23,391 

37,402 

int 

Jan.     1 

70,391 

23,310 

47,081 

•    •   •    • 

Feb.     1 

53,611 

33,312 

20,299 

•    ■    •   • 

Mar.    1 

43,025 

62,562 

•  •  •  • 

19,537 

April    1 
May    1 

52,274 

47,636 

4,638 

•  •  •  • 

63,344 

29,983 

33,361 

•  •  •  • 

June    1 

70,310 

12,617 

57,693 

•  •  •  • 

July     1 

68,035 

15,801 

52,234 

•  •  •  • 

Aug.     1 

49,753 

39,991 

9,762 

•  •  •  • 

Sept.    1 

45,044 

64,917 

•  •  •  • 

19,873 

Sept.  30 

34,157 

94,854 

•  •  •  • 

60,697 

Nov.    1 

24,837 

139,745 

•  •  •  • 

114,908 

Dec.     1 

21,166 

128,944 

•  •  •  • 

107,778 

Dec.  31 

39,635 

101,882 

•  •  •  • 

62,247 

1917 

Feb.     1 

27,069 

137,057 

109,988 

Mar.    1 

25,294 

155,376 

130,082 

Mar.  31 

19,467 

164,264 

144,797 

May    1 

19,026 

167,653 

148,627 

June    1 

23,850 

130,449 

106,649 

June  30 

28,669 

106,351 

77,682 

Aug.     1 

43,481 

77,257 

33,776 

Sept.    1 

50,783 

85,388 

34,605 

Oct.     1 

24,297 

96,873 

72,576 

Nov.    1 

11,293 

169,787 

148,494 

Dec.     1 

12,122 

132,036 

119,914 
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